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(1) 

FINANCIAL SERVICES AND GENERAL 
GOVERNMENT APPROPRIATIONS FOR 2015 

TUESDAY, MARCH 25, 2014. 

FEDERAL COMMUNICATIONS COMMISSION 

WITNESSES 

TOM WHEELER, CHAIRMAN 
AJIT PAI, COMMISSIONER 

Mr. CRENSHAW. I want to welcome our witnesses, Chairman Tom 
Wheeler and Commissioner Ajit Pai for the committee today. This 
is the first time both of you have appeared before our sub-
committee, so I want to welcome you and thank you for being here 
today. 

The focus of today’s hearing is the FCC’s fiscal year 2015 budget 
request. Your request is for a $35 million, or a 10.5 percent, in-
crease over the current level. And while the FCC is funded by fees, 
these are fees directly passed on to consumers so I believe that 
Congressional oversight is an important check on the Commission’s 
activities. 

Learning that the Commission, prior to your arrival, had planned 
to spend money on an inappropriate study outside the agency’s ju-
risdiction on newsroom operations, leads me to think that perhaps 
the Commission has more money than it really needs. 

While we understand that you may have some funding needs in 
order to keep up with the ever-changing technology landscape, we 
expect you to look at your current spending first before coming to 
us for increases. As you both know, the Middle Class Tax Relief 
and Job Creation Act of 2012 provided the FCC with the authority 
to conduct spectrum incentive auctions, and this is in itself a com-
plicated process. It is expected to raise over $25 billion in revenue, 
as well as create a nationwide communications network for first re-
sponders. So these auctions will be quite a task for the FCC to im-
plement and I look forward to hearing more about the development 
of these auctions and how we are moving forward. 

Given today’s technological and competitive landscape, my inter-
est in seeing a leaner, more efficient, and a more transparent FCC 
has not diminished. 

Chairman Wheeler, I hope you can take serious the committee’s 
request to review your organizational structure, to reform and reor-
ganize the FCC to more appropriately reflect the Commission’s cur-
rent role, and to keep up with the pace of technology in the indus-
tries that you regulate. This committee is committed to fiscal re-
sponsibility and we take that charge seriously. We expect all the 
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agencies that are under our jurisdiction to operate as efficiently 
and effectively as you can and that includes the FCC. 

The industries and services that the FCC regulates are crucial, 
critical to American communications and businesses. These tech-
nologies are advancing at an ever-quickening pace, and the FCC 
must keep up while not deterring or stifling competition and inno-
vation. 

Over-regulation hurts American businesses and markets. The 
FCC should consider the impact of its regulations and should em-
ploy rigorous, cost-benefit analysis in its rulemakings wherever 
possible. I look forward to discussing these important issues with 
you all today and there is much to discuss. 

So, again, thank you for being here today. I look forward to your 
testimony. And now I will turn to Ranking Member Serrano for 
any remarks he might have. 

Mr. SERRANO. Thank you, Mr. Chairman. I would like to join you 
in welcoming Chairman Wheeler and Commissioner Pai before the 
subcommittee. Both of you are testifying before this subcommittee 
for the first time, so we will try not to be too hard on you. Besides, 
we are too close to be angry. 

Technology places an ever-growing role in the lives of most 
Americans. People increasingly depend upon television, radio, sat-
ellite, and Internet service to connect with others to better under-
stand the world and to expand their economic opportunities. And 
from ensuring consumer access to the Internet to promoting media 
diversity, the FCC is the primary regulator ensuring fair access to 
and fair play within every aspect of our wide variety of communica-
tions methods. 

As technology rapidly changes, it is important that the FCC be 
able to continue to meet these responsibilities and that is why we 
are here to discuss your budget request today. 

Given those broad and growing responsibilities, it is not sur-
prising to see that you are requesting additional resources for fiscal 
year 2015. Your budget request is approximately $36 million high-
er than the funding level you received in fiscal year 2014. I look 
forward to discussing how you will prioritize this money and how 
we can better understand the various increases in light of your 
goals to protect consumers and ensure the integrity of the public 
airwaves. 

One area of particular interest to me is some of the problems 
that have cropped up with regard to the growing use of 
smartphones. As smartphones become common in our society, their 
use has been accompanied by a steep rise in the number of thefts 
of these devices. Unfortunately, while some steps have been taken 
by the FCC and others, not enough has been done to deter 
smartphone theft, which can be lucrative both here and abroad. 

I recently proposed legislation to require all smartphone manu-
facturers and service providers to make, I hate the word, a kill 
switch available to consumers which will allow individuals to 
render their smartphones completely useless if taken from them 
and would eliminate any incentive to steal these devices. I will give 
you an example. In New York City I think 40 percent of crime now 
is related to the stealing of a smartphone. I think 20-something at-
torney generals, including New York’s, have come forward and said 
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that this is a serious issue, one that we have to address. I hope to 
get your thoughts on this issue and on what more needs to be done 
in this area to protect consumers. 

Once again, we welcome you, and I must say that this is one of 
those hearings, notwithstanding our starting hour, that I take very 
seriously because I am a technology user. I have every iPad you 
can think of. I have every smartphone you can think of. I am not 
ashamed as a member of Congress to say that I watch TV. You 
know, most members of Congress say they only watch CNN or Fox 
and nothing else. I admit that I watch the Westerns channel and 
everything else. I listen to the radio. I have satellite radio in both 
cities. And so I take seriously what you do and what chances you 
have to better the quality of service that you provide the American 
people, understanding always that the airwaves belong to the 
American people. 

And, Mr. Chairman, lastly, years ago I was very strong on the 
issue of when the FCC was going after some broadcasters for the 
way in which they conducted their programming. And I said at 
that time, All you have got to do is turn Howard Stern off. If you 
do not like it do not get upset, just turn it off. And I am a big be-
liever in that freedom of expression even if it upsets someone. So 
thank you and thank you for being here with us. 

Mr. CRENSHAW. Thank you, and now I turn to Chairman Wheel-
er. We will make your written statement part of the record and if 
you would limit your remarks to about five minutes that would be 
great. 

Mr. WHEELER. Great. Thank you very much, Mr. Chairman, Mr. 
Serrano. As you both have pointed out, this is my first time pre-
senting a budget before an Appropriations Subcommittee. It is not 
my first time presenting a budget, however. And what I thought 
might make some sense would be if I revert to form today as dur-
ing my days as a businessman and just kind of hit the issues that 
I think are important that we ought to be paying attention to in 
this budget. 

You were absolutely right, Mr. Chairman. This is a $35 million 
increase. This is a 10 percent increase. This is serious money. You 
have the right to take a serious and hard look at it because it de-
mands explanation. 

The increases break into approximately thirds. About one-third 
is for technology upgrades, which is a cost-saving and efficiency-in-
creasing expenditure. About one-third is for Universal Service 
Fund reform, which is expanded enforcement and new rules. And 
about the final third is for two things. One, it is inflation, salary, 
benefits, mandatory things that we have to do and we are required 
to do. And the other is the movement of the broadband map from 
NTIA’s responsibility to the FCC’s responsibility and how we pay 
for it. So let me see if I can unpack each of those just very quickly. 

For information technology, $13.5 million is our request. Our IT 
is old. It is inefficient and is insecure. Forty percent of our IT sys-
tems are more than 10 years old. This means that for many of 
them there is no vendor support. And they are costly to maintain. 
We have, amazingly I discovered when I came in, 207 different 
computer systems for an agency of 1,725 people. There is not a 
business in America that would put up with that. Our systems are 
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incompatible. They cannot talk to each other. And they are highly 
inefficient. And worst of all, they are insecure. 

I would be happy to go into more detail about that in a non-pub-
lic setting, but there are serious challenges that we have. Thirteen 
million dollars, as you point out, Mr. Chairman, is a lot of money 
but the reality here is if we do not spend that now we will spend 
that in the next two years in the baling wire and glue that we have 
to use to hold the existing systems together. 

The second issue, Universal Service Fund reform, is about a 
$10.8 million expenditure. We oversee an $8.4 billion Universal 
Service Fund program that is going through significant change that 
brings sizeable challenges with it. The Lifeline Program has been 
abused. We will save $160 million this year through eliminating 
unqualified recipients. Companies, not just consumers, have been 
involved in this. We need to beef up enforcement. If you talk to the 
Enforcement Bureau folks, my line from day one has been, I want 
heads on pikes. And we need enforcement capability that we do not 
have. 

The high-cost, rural part of universal service, we are shifting 
from voice to broadband. We are running some trials in rural areas 
to help accomplish that, as well. The resources of our Wireline 
Computation Bureau are constrained and pulled in other direc-
tions, not the least of which is overseeing the transition to all IP 
networks, which is a key component of this. And we do not have 
the resources there. 

And finally, the E-Rate Program, the third part of the Universal 
Service Fund, is an 18-year-old program built around 18-year-old 
priorities that is not focused on the priority of broadband delivery 
to schools and libraries. It needs redirection. It needs cost-effi-
ciency. And we are in the midst of developing new rules to accom-
plish that. 

But let me talk a little bit about management here. We need 
more muscular enforcement of what is going on in the Universal 
Service Fund. I am starting up a strike force to focus on waste, 
fraud, and abuse. We have today 25 FTEs for enforcement and an 
$8.4 billion program. I do not think it is sufficient to do the job. 
We need more muscular enforcement. We need investigators. We 
need auditors. We need financial enforcement. It is not just more 
lawyers. We need people who are out there and can make sure that 
the program is being administered efficiently and we need to 
spread them throughout the agency: in the Enforcement Bureau, in 
the Office of Managing Director, in the Office of the Inspector Gen-
eral, and in the Wireline Bureau. 

The last leg, the last third, as I said, there is $5.7 million for 
mandated personnel pay, benefits, obligations and about $3 million 
for the broadband map that NTIA used to pay for. 

Finally, Mr. Chairman, two quick notes. As you noted, the agen-
cy pays for itself through fees. And also as you noted, this is a huge 
growth area for the economy. We are trying to bring to regulation, 
we are trying to wean from regulation, the idea that the regulator 
knows best. We are trying to encourage competition as a force that 
regulates the marketplace, to protect competition, to expand com-
petition. And we are trying to have a regulatory policy that reflects 
that when there is competition there is less need for regulation. 
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And we also have the responsibility to make sure that we are pro-
viding stability for those who make the investment in the capital, 
for those that create jobs, and that we are fulfilling the consumer 
protection obligations that the Congress has laid down for us. 

I take your admonition about our responsibility for fiscal respon-
sibility very seriously and look forward to discussing it more with 
you. 

[The information follows:] 
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Mr. CRENSHAW. Well thank you very much. Commissioner Pai, 
would you like to make an opening statement? 

Mr. PAI. I would, Mr. Chairman, that would be great. 
Mr. CRENSHAW. The floor is yours. 
Mr. PAI. Chairman Crenshaw, Ranking Member Serrano, and 

members of the subcommittee, thank you very much for inviting 
me to testify here today. I expect and welcome your questions 
about the budget-specific nature of this hearing in the colloquy, but 
today in my opening statement I would like to focus on two very 
important policy issues before the FCC. First, the incentive auction 
and second E-rate reform. 

First the incentive auction. Given this subcommittee’s focus on 
appropriations, it is worth noting that the FCC is one of the few 
agencies in the U.S. government that can generate a profit for the 
government. Between 2005, and 2008, for instance, the FCC held 
spectrum auctions that raised over $33 billion that was devoted to 
the deficit reduction. The commission’s auction program has not al-
ways turned a profit. From January 2009 until December of 2013, 
the FCC raised a paltry $72 million in auction revenue. Indeed, 
when you account for the commission’s spending on auctions our 
auctions program actually lost money during those five years. 

In 2012, Congress tasked the FCC with pushing new spectrum 
into the commercial marketplace and raising at least $27.95 billion 
for national priorities. Specifically, the Spectrum Act targeted more 
than $20 billion for deficit reduction and $7 billion for the build- 
out of a nationwide, interoperable, public safety broadband net-
work. Now that build-out makes good on a recommendation, a long- 
standing one, from the 9/11 Commission, that first responders need 
interoperable communication systems in times of disaster. The 
Spectrum Act also set aside up to $135 million for state and local 
public safety officials, up to $300 million for the research and de-
velopment of wireless public safety communications, and up to 
$115 million for the deployment of next-generation 911. 

Now the broadcast incentive auction will be the commission’s 
best opportunity to hit that $27.95 billion target. Now at this point, 
my greatest worry about the incentive auction is about participa-
tion. In order for the incentive auction to be successful, we will 
need robust participation, both by broadcasters and by wireless 
companies. And that in turn means avoiding unwise policy choices 
that will deter participation in both the reverse and the forward 
auctions respectively. My own position on the reverse auction is 
simple. Prices paid to broadcasters for their spectrum should be de-
termined by the market. The commission should not set those 
prices by administrative fiat. 

On the forward auction, the commission should not limit the car-
rier’s ability to participate, such as by setting a spectrum cap. The 
result of doing that would be less spectrum for mobile broadband 
and less funding for national priorities, a higher budget deficit, and 
an increased chance of a failed auction. Under the law we have 
only one option, which is success, because we only have one chance 
to get it right. 

The second issue I would like to discuss briefly is the Universal 
Service Fund’s $2.4 billion schools and libraries program, better 
known as E-Rate. Now in many ways, E-Rate has been a success. 
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Just last year, for instance, 87 percent of educators responding to 
an independent survey reported that they had ‘‘adequate band-
width for robust instructional needs’’ in all or most classrooms on 
a school campus. 

But E-Rate also has had its share of difficulties. The application 
process for one is so complicated that the majority of the Universal 
Service Fund’s entire administrative cost is focused on E-Rate. 
Many schools and libraries feel compelled to hire outside consult-
ants to manage all the complexities. Others do not even bother ap-
plying at all. Services like paging are prioritized over next-genera-
tion services like connecting classrooms. Money is wasted. 

One Brooklyn school, for instance, has received millions of dollars 
in E-Rate funding even though it does not allow its students to ac-
cess the Internet. And there is no meaningful transparency with 
respect to either the amount or the impact of E-Rate funding. 

To solve these problems I have proposed a student-centered E- 
Rate program. This means an upfront allocation of funding and a 
matching requirement so that schools and libraries know in ad-
vance how much money they can spend and have strong incentives 
to spend it wisely. This means simplifying the application process. 
This means targeting funding at next-generation technologies while 
still letting local schools set their own priorities. This means mak-
ing all funding and spending decisions accessible on a central 
website. 

My proposal would reduce administrative costs and in its first 
year alone a student-centered approach would provide an extra $1 
billion for next-generation services, all without collecting an extra 
dime from the American people. Accordingly, my view is that we 
should not increase the E-Rate Program’s budget. And under no 
circumstances should we do so without finding corresponding sav-
ings elsewhere in the Universal Service Fund. We cannot ask 
Americans to pay even more on their monthly phone bills, espe-
cially when the median household income in this country is now 
lower than it was in 2007. 

Finally, I should note that while all commissioners are asked to 
vote on a budget proposed by the chairman and submitted to the 
Office of Management and Budget, I have not been asked to par-
ticipate in the development of our agency’s budget request. With 
that context in mind, I will do my best to respond to any questions 
you may have. 

Also, Chairman Crenshaw and Ranking Member Serrano, thank 
you once again for inviting us to testify. I look forward to your 
questions and to working with you in the days to come. 

[The information follows:] 
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Mr. CRENSHAW. Well, thank you very much and as we get into 
the questions we are going to observe what we call the five-minute 
rule. I will recognize Members in order of seniority if they were 
here when the meeting started. Then the latecomers will be recog-
nized in order of their late-coming and we will go back and forth 
from side to side. 

Let me start by just reiterating what Commissioner Pai said. He 
was not involved in putting the budget together. That is something 
the chairman does from his office. But he will have a perspective 
and so if people want to ask him or Chairman Wheeler about budg-
et items, certainly feel free to do that. 

I would like to start by just saying that Chairman Wheeler, you 
came out of the private sector. You had a lot of experience and 
probably bring a fresh approach to a lot of the issues that will come 
before your Commission. You and I talked a little bit about how 
you balance regulation, both from inside and outside. You have be-
come somewhat famous for your famous seesaw. So maybe you 
could tell the subcommittee a little bit about your view of that see-
saw as it relates to regulation. 

Mr. WHEELER. Thank you, Mr. Chairman. Yes, and you have got 
the movement down really well. It is a simple concept. If we are 
existing in an area where there is competition that is watching out 
for consumers and the marketplace, then there is less need for the 
agency to do things. But the important thing is to recognize that 
the seesaw goes both ways. Our responsibility is how do we encour-
age this? In a period where there is so much rapid change in tech-
nology, we need to recognize that we are not as smart as the Inter-
net. We should not be trying to second-guess it. We should be facili-
tating competition. We should be protecting competition where it 
already exists. I talked in my testimony about how we are trying 
to wean ourselves from the old regulatory model that the regulator 
knows best and that is the approach that we are on. 

Mr. CRENSHAW. Well, when you talk about the 10 percent in-
crease you outline, I appreciate that. As it relates to the regulatory 
aspect, did you find any places where you could save money where 
maybe not as much regulation might be needed, because bureauc-
racies tend to just say, ‘‘I will take whatever I had last year and 
I will add onto it.’’ And one of the things that I think you probably 
learned in the private sector is that sometimes it is good to make 
sure you are spending the money in the right places to start with 
before you ask for more. So I am just curious, did you find any 
areas that you might be able to save money? 

Mr. WHEELER. One of the hardest adjustments in coming to this 
job is the inflexibility that you have in allocations. So you have got 
70 percent of our S&E budget being people. In business you can 
deal with employees in a way that you cannot in the government. 
So what you do is you end up moving people around as priorities 
shift. And what I can assure you is that priorities are constantly 
shifting because of the new realities in the marketplace. And one 
day you are over here worrying about narrow band spectrum activi-
ties and you get through that, which was a huge undertaking, and 
you have got to pull those people off to go over and plug this dike. 
And it is a constant situation of doing that. 

[The information follows:] 
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Mr. WHEELER. It is also important to note that the Commission is at a 30 year 
low for FTEs and we have almost halved our contractors since 2011. Our staff in-
cludes highly credentialed and experienced technologists, engineers, economists, at-
torneys and para-professionals. We detail and move people as needed to different 
bureaus and task forces, but we are still working below the staffing levels necessary 
to carry out our core mission, especially with regard to USF and IT. 

Mr. CRENSHAW. So you are looking at that. That is good. Let me 
just ask Commissioner Pai the same kind of question, recognizing 
that it is the Office of the Chairman that really puts together the 
budget, but when you look at the way the FCC is working, does it 
look like the budget is as lean as it could be, are there areas that 
you have observed, without being a part of putting the budget to-
gether, that there could be some savings? 

Mr. PAI. Mr. Chairman, I do think that there are programmatic 
efficiencies that the FCC could wring out of the system, some on 
our own and some frankly with Congress’ help. To give you an ex-
ample of the former, my own E-Rate proposal would dramatically 
reduce the administrative costs that the FCC has to spend because 
it would simplify the application process. So all the hundreds and 
thousands of forms that we have to monitor, that schools and li-
braries across the country have to submit, we could dramatically 
simplify that with my approach. 

Mr. WHEELER. And we need to simplify it for the schools and li-
braries that are applying as well because of the fact that we have 
created this structure that does not work for them, either. 

Mr. PAI. Exactly. And I completely agree with my colleague be-
cause what we found is a lot of schools and libraries do not even 
bother seeking these funds because the process is so complicated. 
With respect to the latter category, costs we could save if we had 
Congress’ help, a great example is the FCC Consolidated Reporting 
Act. Right now FCC staff, and I can say this because I used to be 
one of them, spend a lot of time compiling, reviewing, and submit-
ting reports to Congress on an individual basis and this takes up 
a lot of staff resources. With the passage of the Consolidated Re-
porting Act, we could submit to Congress a single book, essentially 
detailing all of the facets of the communications industry. That 
would save us a lot of resources and frankly would be better for 
Congress, as well. You would have a one-stop shop where you could 
go for all the facts that you need to discharge your legislative re-
sponsibilities. Those are just two examples, but we would be happy 
to go into further detail. 

Mr. CRENSHAW. Well, thank you very much. Let me turn to Mr. 
Serrano. 

Mr. SERRANO. Thank you, Mr. Chairman. I seem to get the sense 
that you both agree that changes need to take place but you do not 
agree on how the changes or what changes need to take place, at 
least that is what I am getting from this conversation here. 

The FCC is one of the few agencies that touches just about every 
American. I mean, who does not have a phone or a TV set or a 
radio, and so on? And so, I would like to see wherever possible, and 
I am the Ranking Member, I am not the Chairman, but I think I 
speak for him also in saying that we would like to see a more 
united front in telling us how and what role we should play. It is 
not simply for us to say, You are spending too much money, which 
I must remind people the $35.5 million increase is fee-funded and 
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does not increase the deficit at all. So they are not asking us di-
rectly for money. But I would like to see, if I can be a mediator 
here, more of a joint effort in telling us how we can help you. And 
you can start off by talking about my personal bill, the Smartphone 
Theft Bill. 

Now, does your information, Commissioner, say that that crime 
has gone up in the country? And in our bill, which is put together 
with the assistance of Attorney General Schneiderman in New 
York, we leave it up to the manufacturers to use the technology 
that they have available. We do not say you must do it this way 
or you must do it that way, and they have the ability to do it. 
Number one, have those crimes continued to go up, is that an issue 
that either one of you or both of you are concerned about? And sec-
ondly, can, in fact, Congress not waste time in telling manufactur-
ers to Use what you have available to make sure this does not hap-
pen anymore. 

Mr. WHEELER. So thank you, Mr. Serrano. Let me take both 
parts of that. I agree with you about the importance of a commis-
sion that is working together, and Ajit and I actually checked this 
before coming here, Ajit and I have agreed on 90 percent of the 
votes taken at the FCC since I have arrived. Sure, we disagree on 
some issues. We disagree on some major issues, and I think that 
is what makes the commission stronger; and the other part about 
it is that at some point in time we have to sit down and decide. 
I think that my job as chairman is to help push decisions, and 
when you can have an environment where you have got 90 percent 
of the time you are agreeing, and 10 percent of the time you are 
not, and when you are moving into decisions, I think the commis-
sion is better for that. 

Now, let me talk specifically about your bill. I agree it is a prob-
lem. I agree it is growing. I just had a meeting, interestingly 
enough, with my counterpart, the director of communications in 
Colombia who was talking to me about the great problems they 
have. It is not drugs any more. It is cell phones, and how do we 
work together on this. And the kill switch is an idea that is right 
in concept but with problems in implementation which I think can 
be solved. I mean I am a guy that came out of the technology busi-
ness. So I believe in technology to solve things. I mean the problem 
is that I lose my cell phone; I think it has been stolen; I call and 
they kill it, which means they fry the innards. I find it in the seat 
of the couch two days later. My phone is shot. There has got to be 
a way of overcoming that problem. 

Mr. SERRANO. But when you are in the subway, because I do not 
want to knock my city, but if somebody rips it off of you, you know 
you did not lose it in the couch. 

Mr. WHEELER. So, you have got to be able to deal with both situ-
ations. I am on the phone later this week with—I will not say who 
it is, but a major figure in the production of devices that have rede-
fined the way in which we use mobile devices, and this is my topic 
with him: What can we do? 

Mr. SERRANO. Does it have a fruit attached to it? 
Mr. WHEELER. It has a fruit attached to it, and you are very per-

ceptive, sir. This is one of my topics. We have got to solve this, and 
I think one of the jobs, and I think this is something that Ajit and 
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I agree, again, another one of these places that we agree, is that 
it is not just true that thou shalt regulate, but it is also true that 
we have a bully pulpit. And I think we have got a responsibility 
as a bully pulpit. He has been doing a great job with hotel safety 
from his bully pulpit. We are going to try and move on this. As I 
say, I am talking to folks about it. But I understand your issue and 
it is a legitimate issue. 

Mr. CRENSHAW. Maybe just quickly, Mr. Pai. 
Mr. PAI. Sure, I appreciate the question, and the chairman has 

eloquently stated the rationale behind some of the legislation that 
you have talked about. I do want to say that by and large we do 
agree on a lot of issues. I want to lay down a marker now, however 
there is one issue we are never going to agree. He is never going 
to root for the University of Kansas. I will never root for Ohio 
State. Nonetheless. 

Mr. WHEELER. I will stipulate to that, sir. 
Mr. PAI. I do agree on the power of something he said in his an-

swer, and that is the power of technology to solve problems. That 
is where we unite. Technology has the ability to cross borders, to 
cross cultures, and to really solve problems that hitherto have been 
unsolvable. Now, we might disagree about how we get there, but 
I never question his love of country, his care for the agency, his 
knowledge about the issues, and his determination to meet what he 
believes to be in the public interest. And my own view of regulation 
is a little bit different. I of course think generally speaking that it 
should meet three criteria: be consistent with the statute, the cost 
should always be outweighed by the benefits, and, finally, it should 
be restrained in recognition of the fact that these are very dynamic 
markets. But as he said, nine times out of 10 we tend to agree. And 
that I think heralds well for the course of our dialogue going for-
ward. 

Mr. CRENSHAW. Thank you. 
Mr. SERRANO. Just very briefly, Mr. Chairman, I was just in-

formed by the good people who are always smarter than I am and 
more prepared back here, that our legislation allows for technology, 
which exists already, not to fry it as you said, but actually to bring 
it back to life in a certain way, but only by the owner, and not by 
anyone else. 

Mr. WHEELER. I do not want to have a hearing on this, but I un-
derstand that point, and the challenge becomes how do you prevent 
that from being hacked. There are solutions. We have got to find 
those solutions. That is why I am talking to these folks and saying, 
Let’s go find them. 

Mr. CRENSHAW. Thank you. Mr. Womack. 
Mr. WOMACK. It is refreshing to know that the two of you can 

agree on a lot of things, with the exception of rooting for each oth-
er’s team. I am assuming that one of you will not be rooting for 
Dayton, and the other one will not be rooting for Stanford in the 
context of the NCAA Basketball Tournament. But I want to join in 
congratulating you on your positions and welcoming you to the 
committee. 

I want to go to cyber first. While examining the budget request, 
observed a surprisingly strong emphasis on improving cyber secu-
rity. The proposed improvements include storage expansion, big 
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data cyber security analytics, cyber security metrics, among other 
things. Can you expand on the commission’s goals of these pro-
grams, both in the near term and over the long haul? 

Mr. WHEELER. Okay. Yes, and I would be happy to go into more 
detail without cameras. 

Mr. WOMACK. Absolutely. 
Mr. WHEELER. We are on the edge of the DHS minimum stand-

ards for what is expected for a federal agency for security. We need 
to fix that. You just ran through the things we want to put in place 
to address that. If we are charged with responsibility for the net-
works of America and everybody keeps saying, ‘‘those networks 
have to be secure, well we better be secure in what we are doing. 
So as you point out, using big data to do tests in real time on secu-
rity, I mean security has moved so far past white lists, and black 
lists, and firewalls. How do you use big data for real time security? 
How do you make sure that you have got networks in place that 
themselves are secure, and that the equipment is secure, and that 
you are not using software programs that themselves are so easily 
hackable. When you are using 10 year old equipment, this is kind 
of per se that it is an invitation to hack, but I would be happy to 
talk a lot more about it. Cyber security has to start at home and 
it has to start with us. 

[The information follows:] 
Mr. WHEELER. The Commission’s IT request is $12.5 million. The cyber security 

efforts include IT storage expansion, Big Data Cyber security Analytics, Cyber secu-
rity authorization, admission and education, cyber security metrics and moderniza-
tion of the aging IT systems. Under IT storage expansion, the Commission will ex-
pand the tiered enterprise storage solution to include off-site backup and replication 
technologies—this will lead to improved disaster recovery and COOP capabilities. 
Current big data technology includes massive data repositories, cloud technology 
and the use of unstructured data. Big data will present options that automate capa-
bilities, reduce analyst burdens and improve the ability to quickly perform func-
tions. In addition to improved authorization techniques to ensure security with 
virtualized computers and additional education for internal uses, the Commission 
also must commit to a global modernization of aging IT systems to ensure that they 
can resist outside attacks. 

Mr. CRENSHAW. Mr. Pai. 
Mr. PAI. Congressman, with respect to internal systems that are 

used by the FCC, I agree that cyber security is critical. Under the 
law the FCC’s authority with respect to cyber security is relatively 
narrow, and so I see the FCC’s role in the overall public dialogue 
about cyber security as being more of a supporting one. I think 
other executive branch and independent agencies might be better 
placed to take a leading role when it comes to that important issue. 

Mr. WOMACK. How do you work with other agencies? 
Mr. WHEELER. We are part of an interagency working group on 

this. We also are the home of multi-stakeholder processes, which 
goes in exact point to what the chairman was talking about, is how 
do you get the people themselves to worry about it, rather than 
walking in and saying, I am smarter than you and here is how I 
am going to do it. So for instance, we have what is called CSRIC, 
which is a working group on security and reliability of networks. 
That includes all the major network providers, all of the major sup-
pliers. They have come out with voluntary standards to address the 
BOTNET issue with standards on DHS security, with standards on 
router security, that they all did voluntarily, sitting around a table 

VerDate Mar 15 2010 01:45 Jun 20, 2014 Jkt 088192 PO 00000 Frm 00032 Fmt 6633 Sfmt 6602 E:\HR\OC\A192P2.XXX A192P2sm
ar

tin
ez

 o
n 

D
S

K
4T

P
T

V
N

P
R

O
D

 w
ith

 H
E

A
R

IN
G



33 

that we asked them to come to. We have now asked them to help 
develop metrics. You have got to understand, okay, are we meeting 
the goals, because that allows you to say, Okay, then I need to zig, 
or zag to do that. To use this same kind of a process, we’ve initi-
ated the multi-stakeholder process to address other issues that 
may be arising in cyber, but doing it in a way where we are bring-
ing the industry in, and we are the convening force. We are saying, 
Okay, what do you think we need to work on? How do we work on 
it? Let’s come to conclusions on it. 

Mr. WOMACK. Good. I know I am about out of time. I will yield 
back on this round. 

Mr. CRENSHAW. Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. Gentlemen, thank you 

for your service. In my district and obviously in the country there 
have been incidents that bring about the need for the implementa-
tion of positive train control as quickly as possible. It is a difficult 
enough issue for the rail industry to meet, in the timeframe that 
has been given, and the cost that are involved, but we are learning 
of other issues which makes this even more difficult. You all play 
a role with the poles that are going to be involved with transmit-
ting this information, and while I hear that, you know, they are 
going to be able to get done within the timeframe needed for a 
hearing otherwise, it is sometimes you single one can take three to 
four months. How does this work out where we meet both these 
deadlines? Yes. 

Mr. PAI. Are you asking me? 
Mr. QUIGLEY. Yes. 
Mr. PAI. Well, Congressman, I think it is a critical issue, and I 

think that the FCC’s general focus on speeding the deployment of 
wireless infrastructure really hits home, when it comes to the posi-
tive train control question. 

Recently as the chairman can elaborate, the Wireless Tele-
communications Bureau issued a public notice involving trying to 
streamline this process to identify what some of the roadblocks are, 
and in a nutshell I am hopeful that in the coming weeks and 
months you will find a much speedier process that would allow the 
industry to deploy in a manner that satisfies both the statute and 
the interests of your constituents. 

Mr. QUIGLEY. Both hearing it is taking three to five months. 
Mr. WHEELER. Yes, there are two components to PTC. One is 

spectrum and how you have to have the spectrum to be able to do 
that, and we have facilitated the transfer of spectrum, the licensing 
of the spectrum, and I think that you would hear from the railroad 
folks that that has been quite a success. 

On the tens of thousands of poles that have to be put along rail-
road tracks, there is a statutory requirement that we have to con-
sult with the Native American tribes on the placement of any such 
poles. It is been true of every cellular tower ever put up. That I 
think was never really factored into the thinking on this, but there 
is a clear statutory requirement. 

I think also that the railroad industry was not mindful of that 
until recently, and in fact went out and put thousands of poles in 
without this kind of approval and then realized oh my golly, we 
have to do it. Everybody has been in a scramble to do these things. 
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Here’s what we have done. So, we have convened two meetings 
thus far with the various tribal groups and the railroads, to sit 
down and develop an expedited batch processing. Frankly they just 
were not structured for the kinds of tens of thousands of requests 
that are coming in. It used to be, okay, here is this pole in this 
area, one at a time kind of thing. So, we have got a batch proc-
essing structure in place, and so what we are trying to do is two 
things. One, we are trying to expedite the process, and two, we are 
trying to be true to the statute that we are mandated to enforce. 
And it is crucial that we have the rapid deployment of PTC, period. 

Mr. QUIGLEY. Well there is another issue, and I appreciate your 
response from both of you, but for communal rails in urban areas 
like mine, like Metra, there is an additional issue of the extraor-
dinarily high cost associated with the purchase of broad spectrum 
that has going to have to take place there. Is there something you 
are considering that will help along these lines to assist these rail 
industries across the country, the industries like Metra? 

Mr. WHEELER. So, my understanding is that a group of these 
freight railroads got together and acquired spectrum, and that that 
spectrum is now being shared with metro and others, and that we 
have been working to facilitate the necessary license transfers, et 
cetera. If there is another situation and we are not aware, I would 
be happy to get on top of it. 

Mr. QUIGLEY. We will get back to you on that. 
Mr. WHEELER. Great. 
Mr. QUIGLEY. Thank you both for your answers. 
Mr. CRENSHAW. Mr. Graves. 
Mr. GRAVES. Thank you, Mr. Chairman. Gentlemen, thank you 

for being here, and just listening to the discussion today. I can only 
imagine how difficult it is, the broadness of the issues from rail-
roads to cellular communications and spectrum. 

Mr. Chairman, quickly about a proposed, I guess, rule that has 
going to be changed here or I guess taking effect at the end of 
March, dealing with JSAs. I know the intent of the commission is 
to provide more diversity to be in the marketplace, and there seems 
to be a lot of disagreement that that might not be the desired out-
come, and in fact it might have an adverse effect on diversity in 
the marketplace. Do you sense that this rule change will provide 
more minority ownership of stations and broadcasting, or less mi-
nority ownership? 

Mr. WHEELER. More. Let me give you a couple of statistics. In 
2006, there were 19 African American TV stations in this country; 
today there are four. During that period, there was an explosion, 
a tripling of the number of these JSA waivers, and let’s just make 
sure that we define what is going on here and what happens in a 
JSA waiver. The commission approves a waiver from its rule that 
says there can be only one owner per television station per market. 

What has happened is, as there has been this explosion in JSAs, 
it has enabled the companies that are the base companies for that, 
that have the agreement with other stations, to buy stations at a 
price that frankly is higher than would be otherwise available for 
an independent entrepreneur to come in and buy it, because they 
have these economies of scale. And so the issue about JSAs is that 
JSAs are a way around the commission’s longstanding rules, and 
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that they have been done in an off-the-record, nontransparent man-
ner over the years. 

What we are going to be proposing at the end of the month is 
that it be made transparent, that you need to establish why it is 
that this JSA is in the public interest, and that we believe that one 
of the results, this is not the main purpose, but one of the results 
will be an opening up of broadcast licensees for minorities, women, 
small entrepreneurs, because they are currently being sucked off 
the market. This is one place that is not part of the 90 percent. 

Mr. GRAVES. Just for clarification for record, you said in 2006, 
there were 19 minority owned JSA. 

Mr. WHEELER. Television broadcasters. 
Mr. GRAVES. And today? 
Mr. WHEELER. Four. 
Mr. GRAVES. Four. 
Mr. WHEELER. And three of those four are existing under JSAs. 
Mr. GRAVES. And if I could get Commissioner Pai’s thoughts on 

that. Do you agree? Will it provide more or less minority ownership 
of broadcasting? 

Mr. PAI. This proposal, if adopted, will result in less minority 
and female ownership of broadcast properties. Anecdote and then 
data: the general manager of WLOO, Pervis Parker, in Jackson, 
Mississippi, sat on my chair in my office and told me point blank 
that without the cost efficiencies in the JSA that he is involved in 
with WDBD allows him, he would have to hire his own sales staff. 
He would have to stop gathering as much news, and long term he 
worried that the entire station would have to go under. WLOO sim-
ply does not have the cost structure that allows them to employ 
their own sales force, and if you think about it, any business, espe-
cially one in the broadcasting industry has certain fixed costs. It 
cannot avoid those costs. 

If the JSA allows a small entrepreneur like Mr. Parker to spread 
some of those costs among other parties while still retaining the 
independence of his own news and entertainment operation, that is 
a good thing. That helps minority entrepreneurs across the board. 

With respect to data, Mr. Parker is not alone. Forty-three per-
cent of broadcast television stations owned by women operate 
under JSAs. As my colleague has pointed out, 75 percent of African 
American owned broadcast television stations operate under JSAs. 
To me it strains credulity to suggest that you could take away 
those efficiencies, predominantly in smaller and medium sized mar-
kets where you are not getting the huge revenues that you might 
get in a New York or a Los Angeles, and it is the hope to have di-
versity embodied in this industry. It is simply not going to happen 
given the current economic environment. 

Mr. GRAVES. Mr. Chairman, if I could ask one follow-up here, be-
cause there is disagreement between you two on this, and I know 
the rule is taking effect at the end of the month. I mean is this 
something that the commission has had an opportunity to vote on 
and have an open dialogue and debate over? 

Mr. WHEELER. We are voting on it at the end of the month. 
Mr. GRAVES. It is taking place when? 
Mr. WHEELER. End of the month, 31st, the vote takes place. 
Mr. GRAVES. Yeah, okay, and the rule takes effect? 
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Mr. WHEELER. Well, there are two parts to it. One is a rule that 
will then follow and the other is a notice for proposed rulemaking, 
which will solicit comments. 

Mr. GRAVES. I see, I see. 
Mr. WHEELER. I need to be clear. There is a danger. If we are 

going to talk anecdotes, we can talk anecdotes, because the dif-
ficulty is that the bad practices often hide behind the skirts of good 
people. The reality that we are facing here is the JSAs are being 
used to circumvent the commission’s rules. And if we are going to 
name anecdotes, let’s talk about the anecdote where one broad-
caster buys a station, realizes that it is in either a conflict situation 
because they can not have it, gives it to his mother, and then 
agrees to operate it, and takes all of the cash from it. And then 
buys another station, gives it to his former financial manager, and 
takes all the revenue from that. 

We have a situation where public company broadcasters are say-
ing to the SEC, ‘‘we have control of these stations,’’ and saying to 
the FCC, ‘‘Oh no, that is a different company.’’ What we are trying 
to accomplish here is transparency, openness, a common set of 
rules, and indeed a waiver process that will make sure that the ex-
amples that Ajit gave get taken care of, while at the same time we 
are being faithful to our rules and our process. 

Mr. CRENSHAW. We will have time to come back to this. Each of 
you all got one anecdote. 

Mr. WHEELER. I have got more. 
Mr. CRENSHAW. I mean Mr. Wheeler’s was more complicated, but 

let me call on Mr. Amodei. 
Mr. AMODEI. Thank you, Mr. Chairman. I know we think that 

being here today, I do not expect to come out of our five minutes 
speed dating process, here in the next few minutes. So, but I expect 
to follow-up off the record with you. 

Anyhow I represent an area that has largely rural. It used to be 
the whole state of Nevada minus Las Vegas, now it is about half 
of what it used to be. I have got to tell you, my rural folks whether 
they are broadcasters or carriers are scared to death. They are 
scared to death because they do not think that while we are talking 
about things for the majority of the population that we should, that 
there is a lot of protection for folks who are still over the air folks 
in those rural areas in a backup context, in terms of how that has 
going to be handled, and even the carriers in terms of the cell car-
riers in those same areas. When you talk about getting rid of spec-
trum in that area, all well and good, but do we have some sort of 
safety net for them? 

I want to highlight that for both of you in terms of, you know, 
what is going on with the rural. Just off the top of your head, does 
the FCC have an office or something that is kind of focused on 
rural service in both of these contexts, that we could use as a point 
of contact, or is it something where the same folks are trying to 
handle things all across the board? Whether it is packaging for 
broadcast, sale of spectrum for purposes of communications, how do 
you handle that internally? 

Mr. CRENSHAW. You want to do it? 
Mr. PAI. Sure, listen, there is no particular office that is focused 

on rural issues, but I can tell you that a lot of people, myself in-
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cluded, are. I come from a rural area myself and I have visited ev-
erywhere from my hometown to small towns of 60 and less. 

Mr. AMODEI. Well, with all due respect, Kansas is a pretty big 
state compared to Nevada, but go ahead. 

Mr. PAI. That is right. 
Mr. AMODEI. They made a movie about somebody there, Dorothy, 

and her dog. 
Mr. PAI. Right, 75 years ago this year. But I think rural issues 

pop up in all sorts of different contexts, and so in the wireless con-
text for example, one of the things I have been focusing on is trying 
to make more infrastructure available in rural areas, where you 
might not necessarily see a business case for doing so. On the 
wireline side, I have tried to focus on getting the U.S. to assume 
more standalone support for broadband, so that some of these rural 
companies can deploy. 

Mr. AMODEI. We will be back in touch with you specifically just 
to get an update on that, so we can get into a little more specifics, 
and I appreciate that. Also, there is an issue in terms of, and once 
again, it has to do with billing for communications carriers in 
terms of, hey, you want to make sure the folks from big places like 
Kansas are not getting their service in Nevada because they can 
get a better deal, and I get that. I do also have a concern that it 
appears, and I hope I am wrong, it appears that that is being done 
kind of without any regard for what the state public utilities com-
mission processes are and stuff like that to where it is like; I do 
not know whether I want to say that has a major charm school 
faux pas or whatever. Is there anything that prohibits the FCC 
from saying, This is where you need to end up, but you can go 
through these processes so they at least feel like they have had the 
benefit of their communications public utilities regulation processes 
at the state level before you get there? 

Mr. WHEELER. Yeah, and we actually have joint boards that work 
with the National Association of Regulatory Utility Commissioners 
in identifying issues that need to be addressed, and how do you ad-
dress them together, and who does what. 

Mr. AMODEI. So that has something we can follow up with? 
Mr. WHEELER. Absolutely. 
[The information follows:] 
Mr. WHEELER. The Commission has always recognized that universal service is 

a joint federal-state partnership, and has recommended various issues to the Fed-
eral-State Joint Board on Universal Service over the years. The Federal-State Joint 
Board on Universal Service was established in March 1996, to make recommenda-
tions to implement the universal service provisions of the 1996 Telecommunications 
Act. The Joint Board is comprised of FCC Commissioners, State Utility Commis-
sioners, and a consumer advocate representative. State members are nominated by 
the state commission or the governor, and appointed by the FCC. There is also a 
Federal-State Joint Board on Jurisdictional Separations and a Federal-State Joint 
Conference on Advanced Telecommunications Services, with different responsibil-
ities. The National Association of Regulatory Utility Commissioners (NARUC) is the 
national association representing the State Public Service Commissioners who regu-
late utility services, including telecommunications. The Commission regularly solic-
its input from the states on rural and universal service issues, in particular through 
NARUC, and Commission staff interact regularly with our state colleagues. 

Mr. AMODEI. They will be some ongoing discussion on how that 
works. 
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Mr. PAI. Yes, if I could add a quick comment to that, so this rate 
floor issue that you are discussing was adopted in 2011, before the 
chairman and I got to the FCC. 

Mr. AMODEI. A lot of stuff that Congress did before I got here. 
I can appreciate that. 

Mr. PAI. I have spoken out against it because in some areas it 
will increase the rates that rural Americans pay by up to 46 per-
cent, without saving a single dollar for the universal service fund. 
So, I hope that we reevaluate that policy. 

Mr. WHEELER. So let me just be clear. I did not realize that was 
the specific issue you wanted to talk about, Congressman. 

Mr. AMODEI. Probably a poor question, but go ahead. 
Mr. WHEELER. And so as Ajit just said, this is something we both 

inherited that was a unanimous vote of the commission that was 
following through on the statutory instructions from the Congress 
that said, ‘‘there must be reasonable comparability between urban 
and suburban rates, and rural rates. So the commission and as I 
said—by a unanimous vote of the commission—developed an algo-
rithm. What that algorithm determined was what the commis-
sioner just said, a difference where there are subsidies going not 
to the high cost of building, not just to the high cost of building 
in rural areas, but there are subsidies going from urban suburban 
consumers to rural consumers to lower their actual bills. 

The law says that they have to be reasonably comparable. The 
question becomes the implementation. We put this out for com-
ment. Comments are due on Monday. I am going to be proposing 
that we do a couple of things. One, we need to be moving the effec-
tive date on this to provide more time for people to get ready; and 
two, we need to be thinking about how do we phase it in, so there 
is not sticker shock in this. But we have got a statutory mandate 
as to what we are supposed to do. I think our challenge is how do 
we make sure adjustments have a big impact. 

Mr. AMODEI. I appreciate that, and I see my time is up. And I 
do not disagree with the purpose at all, and I will yield back Mr. 
Chairman. I would just say that you do not have a mandate to ig-
nore state regulatory processes when you accomplish the federal 
mandate into the extent that you can accommodate those that 
would be a nice thing for the federal government to endeavor to do 
in this context. 

Thank you, Mr. Chairman, I yield back. 
Mr. CRENSHAW. Thank you. Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman, commissioners, Mr. 

Chairman, thank you for joining us today, a special welcome to a 
fellow Kansan, from God’s country out there near Parsons where 
I grew up. 

Mr. PAI. Objectively spoken, sir. 
Mr. YODER. Yeah, I understand, sure, very good. I appreciate 

that, and certainly as a Jayhawk you want a lot of jocks where you 
want a lot of respect on this side. So, doing well so far. Thank you 
both for coming. Thanks for your work and service, as we debate 
about what our priorities are as a country, as we debate our prior-
ities within the FCC budget, certainly our job is to help support 
those programs and things that have the greatest amount of sup-
port, and we think are consistent with our values as a country. 
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I know one of the sort of more controversial issues that has come 
up in recent months is related to the multi-market study of critical 
information needs, and I thought for the benefit of the committee, 
you might give us a little bit of background on how we got to this 
point, and certainly we have limited agenda in terms of what the 
FCC can accomplish each year. Dollars are scarce and so clearly 
this got to be a top agenda item, and I guess the chairman I guess 
asked how we got to this point what the methodology was, what 
the theory was? What you were aiming at? Why was it eliminated? 
You both might speak to the thoughts on that. Was this a division 
on the SEC? And then going forward, what does the future look 
like in terms of the objectives that were originally attempted to be 
achieved? Are those objectives going to be achieved in a different 
way? 

I think what we all want on either side of the aisle is protection 
of free speech and to ensure that our federal government is not in 
a position where they may be putting pressure on our media enti-
ties to portray the news in a certain way, which we certainly would 
hope would not be the aim or goal of any of our agencies. 

Mr. WHEELER. And we identify entirely with. The act requires us 
to do occasional studies on the critical information needs of various 
segments of the economy. It is something that commissions have 
done, whether they are republicans or democrats sitting at the 
head of it. 

When I came in, I discovered that there had been a decision 
made to move ahead on one of these and that there had been some 
concerns raised about some of the specific questions that seem to 
tend towards asking for news judgments. And I raised questions 
about that. We subsequently heard from the Energy and Commerce 
Committee about it. And I asked that those questions be removed 
from the survey. 

Subsequent to that, Mr. Pai wrote an op-ed piece in the Wall 
Street Journal and this became a cause celeb despite the fact that 
the questions were out. I took the whole thing and shut it down, 
the whole survey. I mean I think it really became the dog that did 
not bark because (a) the questions were taken out and then (b) it 
was shut down. The reason that they were taken out is that we 
have a strong, and I can assure you, I have a strong sense of the 
appropriate role of the federal government in news rooms, period. 

Mr. PAI. Period end of answer or period end of sentence? Con-
gressman, my position is pretty simple. The government does not 
belong in the newsrooms of America; government-funded research-
ers do not belong in the newsrooms of America asking questions 
such as, What is your news philosophy? Have you ever been asked 
to cover a certain story, but been told by management that you 
should not do so? 

Not only are those questions inappropriate as a matter of con-
stitutional principles, they are inappropriate and completely irrele-
vant to our duty under Section 257 to report on barriers that entre-
preneurs and small businesses face. There is no relation whatso-
ever. 

Moreover, if the goal, as stated by some who supported the 
study, is to increase minority participation in the broadcast busi-
ness. I am chock full of ideas. I was the first one to come out over 
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a year and a half ago and support increased foreign investment in 
the broadcast business. 

I have been out front talking about the need for a media incu-
bator to allow women and minorities and others the opportunity to 
enter this business. I have been up front in saying and I cham-
pioned a revitalization of our AM radio rules. Historically, one part 
of the communications industry where minorities have dispropor-
tionately been represented in terms of ownership. There are a lot 
of ways to actually take action on this issue without devoting up 
to a million dollars to a public health researcher that apparently 
has no expertise whatsoever in FCC related issues. And so I ap-
plaud the chairman for stopping the study. I look forward to work-
ing with him and my other colleagues to focus on what really mat-
ters the value underlying Section 257, which is to get new entrants 
into this business. 

Mr. YODER. Well, I appreciate both of your answers and I think 
if this was in the study at one point, certainly there was a lack of 
acknowledgment that it was a problem at the start and I applaud 
chairman and commissioner for both of your efforts to move us for-
ward. Obviously, we have to continue to be vigilant in this regard 
because if it was thought of as a good idea at one point, it does not 
mean that someone is not going to say well, let’s just ask it in a 
different way or try to get to this in a different manner. I think 
we have to continue to be vigilant and I appreciate both of your ef-
forts to ensure the FCC’s role is one that respects the right of free 
speech in the country, thank you. 

Mr. CRENSHAW. Thank you Ms. Herrera Beutler. 
Ms. HERRERA BEUTLER. Thanks Mr. Chairman and thank you 

both for being here. I apologize. I was actually in another appro-
priations subcommittee. I have got a lot of work going on these 
days. Following up on Mr. Amodei brought up and he raised about 
the issue of the urban rate floor. 

Commissioner Wheeler, what I am really interested in is our de-
tails regarding the data that the commission used to determine the 
urban rate floor, specifically, the data and the methodology used. 
As was said a lot of folks in my area are still struggling especially 
the rural areas. And I want to know more specifically how the com-
mission determined this rate because a 46 percent increase in their 
phone bill, in my view is not leveling the playing field. I think it 
is putting an unfair pressure on folks who have the least ability to 
pay. 

And I think, I would say Commissioner Pai, you definitely, I 
think hit the nail on the head in your statement on the URF and 
I would love you to expand on that if there is still remaining time. 

Mr. WHEELER. Sure. One, we are statutorily required to do it; 
two, before either one of us arrived, the commission came up with 
an algorithm, which I will be happy to get to you. I can not cite 
it to you. And it produced these results. Seeing these results, your 
response is a legitimate response. I must say, we have a statutory 
responsibility. We had a unanimous vote of the commission to use 
this algorithm; it produced this result. 

The question becomes what is the best way to stick with our stat-
utory responsibility and to cause as little impact as possible? And 
that was why I am going to be proposing that one, we move the 
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date out; and two, that we have a phase-in process. So, that it is 
not bam, a 46 percent sticker shock hit, but you move it out over 
time. 

There are parties, including in the industries, who are opposed 
to that; that has not been my position though. And as the chairman 
of the commission, that is what I intend to propose. 

Ms. HERRERA BEUTLER. I understand that if you put data, infor-
mation into an algorithm, it is going to pop out something. I guess 
what I would like to know is the data that went into it and I want 
to know the validity and the quality of that data. 

Mr. WHEELER. Like I said I will be happy to get that for you. 
Ms. HERRERA BEUTLER. Sounds good. 
[The information follows:] 
Mr. WHEELER. The FCC conducted a survey of the fixed voice and broadband serv-

ice rates offered to consumers in urban areas. The FCC is using the survey data 
to determine the local voice rate floor and reasonable comparability benchmarks for 
fixed voice and broadband rates for universal service purposes in accordance with 
the November 2011 USF/ICC Transformation Order. The data is available on the 
FCC’s website at: http://www.fcc.gov/encyclopedia/urban-rate-survey-data. The 
form and content of the Urban Rate Survey for fixed voice services was adopted in 
an Order released in April 2013. That Order concluded that the urban rate survey 
would be conducted from a statistically valid sample of fixed terrestrial voice pro-
viders drawn from 2010 Census urban areas and urban clusters within Metropolitan 
Statistical Areas. The Urban Rate Survey asked for voice service rates from a sam-
ple of service providers. To determine which voice providers to sample, the Wireline 
Competition Bureau (Bureau) relied on data collected via FCC Form 477, which is 
a biannual voice and broadband data collection. The Bureau used the U.S. Census 
Bureau’s definition of urban to determine what areas were eligible for the survey 
and then defined as the sample pool any fixed terrestrial voice service provider that 
operated in these areas. 

Mr. PAI. I would simply add that we do have a statutory respon-
sibility with respect to comparability, but that gives the FCC a lot 
of discretion. And I think if you ask the average person, well if peo-
ple in Washington pay $21 and people in Parsons, Kansas, who re-
ceive telephone services from a company that gets USF support pay 
$14, do you think it makes sense for the people in Parsons to sud-
denly pay $21? I do not think many people would agree that that 
is very fair and certainly not consistent with the overall promise 
of the statute that universal service should mean just that, that ev-
eryone has access to telecommunications services. 

I do hope we revisit that decision and try to, not just focus on 
the data and the algorithm, but the entire concept of what it means 
for these services to be comparable. 

Mr. WHEELER. You know the joy of being chairman is that you 
get all of these on your desk. The Universal Service Fund statu-
torily exists for the purpose of off-setting high construction costs so 
that rural consumers can have equivalent pricing. That is a trans-
fer from urban, suburban consumers to rural companies on behalf 
of rural consumers. 

What this study identified, and your question about the inputs 
is spot on, but what the study identified was that there is a trans-
fer from urban and suburban consumers, not just to companies to 
offset their higher costs, but to subsidize rural consumers. That is 
not provided for in the law. And so my challenge is being incredibly 
sensitive to the point you raise about the impact on real people, but 
how do we obey the law and mitigate the impact on people. And 
that has been what I am trying to work towards. 
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Ms. HERRERA BEUTLER. Thank you. 
Mr. CRENSHAW. Thank you. I think we have time for another 

round of questions, if people have more questions. I would like to 
ask one question to start with. We talked about it earlier. Chair-
man Wheeler, you have been involved in the telecommunications 
industry and now you are head of an agency that regulates that in-
dustry. And sometimes people’s perspective changes when you go 
from being regulated to being the regulator, so I would like to ask 
you when you were in the private sector, can you give me an exam-
ple of one or two complaints you might have had about the FCC 
when you were not the chairman? 

Mr. WHEELER. Yes, sir, two things. One, I think my philosophy 
in the chair, as chairman, is based upon what I learned in business 
and that is that competition is the root of everything. Competition 
encourages investment, competition protects consumers, and com-
petition is the goal that ought to be primary. 

The thing that business people hate more than anything else is 
uncertainty. It is not knowing what the rules are. When an agency 
is not decisive in terms of saying, like it or not, here are the rules. 
We are not going to run away from tough decisions. People get paid 
a lot of money to figure out how to exist within the rules—just tell 
me what the rules are. 

My goal has been one, how to be competition driven. How to have 
competition as the goal and two, how to make sure that we do not 
keep competitors in limbo and that means you have to make deci-
sions. 

Mr. CRENSHAW. Now, the second part of my question is, having 
outlined those criticisms and complaints, how do you plan to ad-
dress those now that you are the chairman? 

Mr. WHEELER. So, I hope that in the first five months of my 
chairmanship, we have demonstrated that we are going to make 
decisions and that we are pro competition and that we believe in 
the regulatory seesaw. And I hope to keep pursuing that kind of 
a path. 

Mr. CRENSHAW. Mr. Pai, can you comment on that because you 
mentioned it in your written statement, and you talked about the 
JSA and the controversy there. As I recall there is a new rule and 
I think you mentioned in your testimony that there are some 
things that are statutory requirements that the Commission had 
not done yet. One of the things has to do with ownership, which 
I guess the quadrennial review addresses that I think is required, 
and yet had not been done yet. 

I would like you to comment on that. Maybe first comment on 
what we talked about and what you observe that the Commission 
is doing to address the complaints that the Chairman talked about. 
And then second, touch on your view of new rules versus statu-
torily-required things to do. 

Mr. PAI. Sure. Thanks for the question, Mr. Chairman. I agree 
100 percent with the chairman that uncertainty is one of the things 
that frustrates businesses most and I certainly defer to him in his 
29 years. He has accumulated vast expertise on the private sector. 

Mr. WHEELER. I was going to say, where is your math? 
Mr. PAI. But speaking for myself, two of the things that I have 

found in my somewhat shorter time in public service are number 
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one, beware of industries and companies seeking the regulation of 
rivals. A lot of companies would support a particular regulation 
probably entirely because it would disadvantage some of their ri-
vals. We see it in non-FCC related context from Uber to Tesla to 
food trucks in Washington; we see it all the time at the FCC. Num-
ber two: be restrained about regulation of dynamic markets. 

I can tell you when I first got into this industry, 1998 in the De-
partment of Justice, the hot issue considered to be the burning 
issue of all time was whether to let local telephone companies into 
the long distance business. A few years later we were told in the 
context of a merger of AOL and Time Warner, that if we allowed 
the merger to be consummated, AOL would have a strangle hold 
on the instant messenger business. A few years later we were told 
that MySpace needed to be scrutinized because they would have a 
dominating foothold in the social media industry. 

What I have come to understand through this position is that 
markets change and ideally, regulations would be tailored to the 
marketplace as it is, not as regulators would wish it to be or, you 
know as it might end up being, they think it might end up being 
in a few years. Things go in unexpected directions. 

Just before the hearing, the chairman and I were talking about 
the fact that the iPhone, a platform for innovation that we now 
take for granted, did not even exist a few years ago and now we 
see all sorts of applications and services being delivered on that 
platform. 

The lesson I take is that regulators should be modest. Certainly 
they should stay within the constructs of the statute, but more im-
portantly, I think they should have a sense of restraint because 
consumers benefit the best when the marketplace is left generally 
unfettered from government intervention. 

If there is an anti-competitive actor or particular competitive 
harm, then we have a role to step in and play, but otherwise we 
would do well when we regulate a little bit more modestly. 

With respect to your question about media ownership, as I point-
ed out in my testimony, Congress charges us to reevaluate our 
media ownership rules every four years. We still have not com-
pleted the 2010 quadrennial, long before the chairman and I got 
there. Needless to say, some of these rules have not been updated 
since 1975. They are screaming out for updates. I support pro-com-
petitive regulations that reflect the marketplace as it is, as opposed 
to the way it might have been in 1975. And I would hope that my 
colleagues agree with me on that score. 

Mr. CRENSHAW. Well, thank you for that. And I would hope you 
all would talk about that as a Commission because so often agen-
cies pick and choose what they do and do not do and I am sure 
there are probably reasons why things happen slower or faster. But 
this is something to bear in mind as you seek to restructure the 
agency, bring it up to date, do all those kind of things. I think that 
would be something to consider doing. Mr. Serrano. 

Mr. SERRANO. Thank you, Mr. Chairman. You know about the 
study, I understand why some of our colleagues, especially from the 
majority party, would be concerned about an intrusion or a lack of 
freedom of the press and so on. Then there is the other side of the 
story. As an elected official, I know I will never get a positive story. 
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That is just not the way it works. You read about Benjamin Frank-
lin and all those guys and they never got a positive story either. 

As a Latino, I would like to know at times how people decide to 
pick what stories they put forth and why it seems that there are 
so many negative stories and very few positive stories about what 
we do on a daily basis, like any other community. You know we are 
no different than any other community. 

I find myself, and this is really going to sound like a politician, 
agreeing with both of you because I do not want intrusion. I do not 
want the government to tell people what they must print and what 
they must put on the air. 

Then I also say as we said, you know growing up in the public 
housing project, give me a break. Why does it always have to be 
so negative? And so, I wonder if you could comment in your new- 
found unity that I found today if there is a middle ground where 
we cannot intrude, where we can get my colleagues on the other 
side not to say that it is a violation of freedom of speech or freedom 
of the press, but at the same time find out why some groups are 
treated in a certain way and some groups do not play a role at all 
in any positive source. 

Mr. WHEELER. So, you wrote the article. Do you want to respond? 
Mr. PAI. You are the chairman. 
Mr. WHEELER. Mr. Serrano, I think that the information is need-

ed. The question is what is the impact of a survey that arrives with 
a federal eagle on it? So, I would hope that we will see academics, 
we will see foundations, and we will see groups such as that con-
ducting these kind of surveys. Basically, I think the question you 
raise is entirely appropriate. And I think that Mr. Yoder’s question 
about the role of a federal agency in that is legitimate as well. 

Mr. SERRANO. We have been agreeing a lot lately. 
Mr. WHEELER. And so here we are, we are all agreeing. 
Mr. SERRANO. Yoder and I agreeing a lot lately, which worries 

me to death. 
Mr. WHEELER. But there are solutions and not all solutions re-

side in the federal government. 
Mr. SERRANO. Right, right. So, how do we get to protect those 

who do not get a chance to be seen properly? 
Mr. PAI. Congressman, I am certainly sensitive to that issue. I 

can tell you that growing up in a small town in Kansas in the late 
1970s, early 1980s, it never even occurred to me that someone like 
me could be an FCC commissioner; frankly could even be a lawyer. 
Everyone in my family was a doctor or an engineer or something 
of the sort. I never saw from the popular media anything depicting 
Indian Americans as participating in American public life in the 
way that they are now. It is important for us to make sure that 
the media landscape represents all Americans. 

The question is how do you get there? And so my own view is 
that nothing, certainly from the FCC or from the law itself pre-
vents anybody from studying these issues, from talking about 
them, from publicizing gaps in coverage or poor coverage as you 
might say. But when it comes to the government, there is a special 
limitation on what we are able to do. It is not just what we are 
permitted to do, but the mere appearance of what we might be 
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doing to others raises constitutional concerns. I think that with 
this particular study, you saw a lot of the concern being raised. 

I will say I feel like I personally represent both of your polls. I 
was born in New York and raised in Kansas and so I am quite con-
fident we can come together on this as well as many other issues. 

Mr. SERRANO. He is a New Yorker. Let me, can I just ask one 
more question? 

Mr. PAI. Certainly. 
Mr. SERRANO. Let me ask one more question and I do hope that 

we reach a middle ground because we need to have that informa-
tion. The last point on that would be yes, government should not 
intrude, but in this area it is different because those airwaves do 
not belong to the government, they belong to the people and every-
body knowing that. If you are lucky enough to get an air wave to 
transmit, I think you have a responsibility to be fair to all the peo-
ple that you are reaching, or ignoring, or whatever. Let me just 
talk to you very quickly about the JSAs. 

Your claim that JSAs support minority, Commissioner Pai, sup-
port minority ownership is undermined by the fact that nearly 
every minority media group, including the Minority Media and 
Telecommunications Council, National Association of Black Jour-
nalists, and the National Hispanic Media Coalition, and public in-
terest groups decry, these arrangements as harmful to promoting 
a diversity of voices. They claim JSAs and the consolidation they 
allowed denied them ownership opportunities and resulted in the 
loss of jobs. How do you explain this difference of opinion between 
those advocacy groups who do this job on a daily basis and you? 

Mr. PAI. Mr. Serrano, I work well with many of those advocacy 
groups on a regular basis, but all I can tell you is what the facts 
on the ground are. In my home state of Kansas, for example, a JSA 
between two Wichita stations allows Entravision, a Univision affil-
iate, to provide the only Spanish language news in the entire state 
of Kansas. Without the JSA they have told me point blank that 
news goes away. 

Mr. WHEELER. We need one clarification, just to be clear here. 
There is nothing in what we are doing that would make that go 
away. 

Mr. PAI. We hope. Wall Street has spoken. You have seen the 
tanking of broadcasting stocks in recent weeks in anticipation. 

Mr. WHEELER. That is a whole different issue. Are we talking 
about encouraging minority voices or protecting Wall Street bar-
ons? 

Mr. PAI. Well, never having spent any time in the industry, I cer-
tainly do not shill for them. But the point is access to capital is the 
lifeblood of a lot of these broadcasters. If they do not have the cap-
ital, they either cut back on what they are doing or they go dark 
altogether. A lot of broadcasting companies across the country have 
told me that these have been pro-competitive arrangements that 
have allowed them to do things that otherwise they cannot do. 

Similarly across the border in Joplin, Missouri, a JSA between 
Nexstar and Mission Broadcasting has allowed those stations to 
save $3.5 million in costs. They have poured some of those costs 
into better news programming and they have poured some of it into 
Doppler radar. 
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When the tornado hit Joplin, Missouri in 2011, I would vouch 
that a number of lives were saved precisely because they had those 
cost savings. My point is, not necessarily that I think the chairman 
is acting in bad faith, I would never obviously believe that. What 
I do think is that if his concern is correct that you have a bucket 
of apples and there are a few bad ones in there, let’s pluck out the 
bad apples. Let’s not throw the entire bucket away saying this is 
an anti-competitive arrangement that was meant to circumvent the 
FCC’s rules. I certainly would never advocate that. 

Mr. WHEELER. The reality is we are trying to deal with a situa-
tion where, and as I have said before, there are people hiding be-
hind the skirts of good people. There is no way, shape, or form that 
the kinds of positive things that you have been talking about here 
will not be allowed under the process going forward. But the deci-
sion has to be made in public, on the record transparently with a 
known set of rules because what used to happen, is that broadcast 
attorneys would go and meet with the media bureau of the FCC, 
they would sit there and say, Okay, now what do we have to do 
to get this through? 

What we have done is say, We want this to be out in the open 
and we want there to be a known set of rules. And that when there 
are these situations, which I stipulate to, we want those to con-
tinue as well. We do not want the people that are doing a good job 
getting the Spanish language into Kansas to be the excuse why 
others have an opportunity to flaunt the rules established by the 
commission on the basis of the instructions from the Congress. 

Mr. CRENSHAW. We will give you the last word. I sound like I am 
on television, last word. 

Mr. PAI. A quick word. So, I think it is all too easy to say that 
the waiver process the FCC is about to adopt will allow the good 
ones through and keep the bad ones out. But point number one, 
this goes to certainty. How is any broadcaster, who is not involved 
in a JSA, supposed to know in advance whether or not the FCC 
is going to approve one or not. 

Mr. WHEELER. They did not before. 
Mr. PAI. Now they will not know until, except on a case-by-case 

basis. 
Mr. WHEELER. They did not before until they sat down and start-

ed dealing with the same kind of situation. 
Mr. CRENSHAW. He is going to wrap it up, Mr. Chairman. 
Mr. SERRANO. Just when I had them getting along. 
Mr. PAI. No, number two, I do not think that the fortunes of 

broadcasters that are involved in a JSA should depend on a tem-
porary femoral majority of politically appointed FCC commis-
sioners. It should be based on the facts on the ground. And if the 
facts on the ground identify particular bad apples, let’s address 
those problems discreetly without changing the overall rule struc-
ture and then setting up an inchoate waiver process where people 
have to come in individually and hope that they can get relief from 
the FCC. 

Mr. CRENSHAW. Thank you. 
Mr. WHEELER. I will follow your instruction. 
Mr. CRENSHAW. Unless Mr. Graves wants to ask you all to keep 

going. I am just going to ask Mr. Graves to ask a question. 
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Mr. GRAVES. Well, the topic left with me last time and I want 
to point out what I appreciate here and that there is a debate, 
there is a dialogue, and it is very respectful, and there is two dif-
ferent opinions. I think coming into this meeting today, there was 
the understanding that this was going to be a rule that takes place 
without a lot of open discussion or debate or without potentially 
even a vote from the commission. Maybe there is some confusion 
in the industry. There is a lot of uncertainty. You have had some 
anecdotes in which individuals say they would lose potentially their 
station or the ability to connect with those whom they are trying 
to share their information with. I haven’t heard you provide an 
anecdote in which it would advocate, or advance, or give additional 
licenses or broadcasting in areas with minority ownership either. 

I think there are different opinions and I hope that the process 
that moves forward continues an open and robust and maybe slow 
down the process a little bit to make sure that all voices are heard 
because there is clearly some division here in what the outcome is. 

Mr. WHEELER. Thank you, Mr. Graves. 
Mr. GRAVES. Chairman, I hope you will take that into consider-

ation. One thought that was on my mind and I would like both of 
your opinion on this because in my district I have heard a lot about 
it. And it was a few weeks ago that it was announced that the U.S. 
would relinquish control of the Internet. It is something that I 
think we see as a space where a lot of enterprise takes place. There 
is a lot of freedom of expression. We talk about freedom of speech. 

Then you have the United Nation’s Secretary General praising 
this decision from the administration and I guess it is the Depart-
ment of Commerce and not, I guess moving forward with signing 
a contract in 2015. Is this something that each of you support? Is 
this the right direction moving forward for the department? I know 
it is not your agency or department, but there is an overlap of some 
sort and I think you have already made some comments on the 
record previously. So, commissioner I know you have probably spo-
ken, Mr. Chairman? 

Mr. PAI. Sure. I think that as I said in my statement that the 
multi-stakeholder model of Internet governance has worked tre-
mendously well over the past several years. Whenever there are 
changes to that model, we are going to suggest that there could be 
risks. I think it is critical as we move forward that there is rig-
orous scrutiny from this body, as well as many others, to make 
sure that that model preserves. Whatever the next model is going 
to be, if there is one, it preserves the Internet freedom we have 
come to enjoy. And that comes into particularly sharp relief when 
you consider some of the things going on around the world, from 
Turkey banning Twitter, to Russia blocking particular websites. 

A recent Pew study suggesting that overwhelming majorities of 
people, not governments, but people in developing countries want 
there to be a free Internet. I think it is critical for the United 
States to make sure that the multi-stakeholder model, which has 
yielded so many benefits, continues into the future. 

Mr. GRAVES. Thank you. 
Mr. WHEELER. I think we agree on the importance of the multi- 

stakeholder model. I think we also both agree that we are grateful 
that this is not on our plate. We have enough things that we can 
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wrestle with, but you know it is interesting that this was used by 
other countries of the world, as an example of American control 
over the Internet and therefore why they had to restrict Internet 
freedoms in their country. 

These two responses are indicative of the decisions that you all 
have to make every day, that we have to make, that here, Commis-
sioner Pai is saying it hurts Internet freedom, if you do this. On 
the other hand, countries at WCIT in Dubai and other Inter-
national events, like the one coming up this next month in Rio are 
arguing that America’s role in this, in ICANN is the basis for why 
they themselves can not trust the Internet and have to get in and 
do it themselves. That is the challenge that we all face. 

In a dynamic situation like the Internet, as Commissioner Pai 
said, the multi-stakeholder process has proven itself to be far 
smarter than people like us. My understanding is that this is al-
lowing the multi-stakeholder process to work. 

Mr. GRAVES. Well, my hope would be that this decision that has 
being made by the department does not lead to less freedom on the 
Internet for our citizens whatsoever and I suspect that is your 
same feelings as well. 

Looking long term, you talk about multi-state stakeholders, the 
United Nations is certainly very supportive of this, which causes 
concern as you can imagine with some. Do you sense that this will 
diminish the freedom of American’s access to the Internet, and 
sites on the Internet, or use of the Internet? 

Mr. WHEELER. I have a hard time jumping to that conclusion, sir. 
Mr. GRAVES. But you can not rule it out. 
Mr. WHEELER. I do not see the connection points. How this would 

affect American’s access to the Internet. In fact, I think as I said, 
what it does is it opens the door for removing an argument to deny 
others in the world access to the Internet. I agree with you that 
the Internet is an incredibly powerful force that must remain open 
on this side of the Atlantic, and Pacific, and other sites as well. 

Mr. PAI. I certainly hope that this does not portend diminishing 
of Internet freedom for Americans or frankly for anyone around the 
world. It is an unprecedented platform for innovation and democra-
tization and it would be a tremendous shame for everybody if that 
went away, thank you. 

Mr. CRENSHAW. Thank you. Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. On that note the idea 

that the Internet has been such an inspiration for creativity and 
innovation in the country and the opportunities it is given for com-
munication and entrepreneurship has been unprecedented. I guess 
I would like to know in that vein, does the Internet need FCC regu-
lation? In light of the United States Court of Appeals decision toss-
ing out the FCC’s Net Neutrality rules, does the FCC tend to go 
around the Court of Appeals in some manner or is it going to aban-
don this effort going forward? 

What does the future look like under this agreed to premise that 
it seems like everybody is on the same table here that we want to 
keep the Internet free and open. Is it free and open because of FCC 
regulation or in spite of it? What does the future look like as the 
FCC attempts to expand its role in this area because it gives great 
concern to many of us that once the FCC gets engaged in this ef-
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fort, then it begins to have impacts on what is already such a great 
opportunity for freedom and creativity. Why do we need the FCC 
in this world? And what does the future look like once it gets in 
it? 

Mr. WHEELER. An open Internet is essential to an open economy, 
to an open government, to the things that we have all been talking 
about here. I am a big history buff. I think that you start looking 
at today and tomorrow by looking at yesterday. The history of net-
works has been how do you use networks to shut things down? The 
way AT&T was built was on the basis of Theodore Vail saying to 
independent telephone companies, Hey, I have got these long lines 
here, and unless you sell out to me, you are not going to be able 
to get on. 

The Internet is not a thing. The Internet is a connection of other 
networks, of multiple networks and we need to make sure that 
those kind of connections continue to exist and that there is open-
ness in the ability to use the Internet. 

I would say one thing, Mr. Yoder, the court was very explicit in 
saying that the FCC had jurisdiction over the operation of the 
Internet based on Section 706. I am sorry, based on the openness 
of the Internet. We are not trying to get into the operation of the 
Internet. I want to be real clear about that, but on the openness 
of the Internet based on Section 706. What I have announced that 
I will propose is that we go back and follow the court’s direction 
on how that should be achieved. The court clearly laid out in its 
opinion how that could be done and we intend to follow that. 

The interesting thing is that immediately after the court deci-
sion—which threw out two of the three specific rules, but said you 
have authority to fix the rules this way or that—immediately after 
that I got calls from the CEOs of the major Internet service pro-
viders, all the household names that we all talk about, telephone 
companies, cable companies saying, ‘‘do not worry, we intend to 
stick with the rules, even though the rules are not in place.’’ 

The question then becomes one that demonstrates that they are 
not burdensome, but at the same point in time, you need to go back 
to this issue of certainty because well, I have got a voluntary agree-
ment by four guys over here, but nobody else over there really has 
to stick with that. And so how do you come up with certainty that 
obeys what the court has said and puts forward a structure that 
the carriers themselves have said they can live with that keeps the 
Internet open—and that is what we are going to do. 

Mr. PAI. Congressman, everyone believes in an open Internet and 
so the four freedoms that then Chairman Powell endorsed over a 
decade ago, freedom of consumers to choose content that they wish 
to view that was lawful, the freedom to use devices of their choice 
as long as it did not harm the network, the freedom to know what 
some of these practices were in terms of network management, et 
cetera. All of these principles existed and were vindicated prior to 
the adoption of any so-called net neutrality or open Internet rules. 

The Internet was open before the FCC took action in this area 
and I would dare say that assuming the FCC prioritizes what it 
should prioritize, which is removing barriers to infrastructure in-
vestment, that will continue to be the case tomorrow. 
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My own view is the net neutrality debate has been a solution in 
search of a problem. And so I think it is also a distraction from 
what I think is the higher priority, which is removing barriers. I 
would also add tying it back to the discussion we just had on inter-
national Internet governance, it is increasingly difficult for us to 
say on an international stage that governments should not have a 
role in regulating the Internet, whether it is operations or openness 
or what have you. When at home there are strident voices saying 
that we should classify all broadband Internet access as essentially 
a utility, like the electric company or like the railroads. That would 
deter an investment that would increase government regulation, 
and that would increase the difficulty of some of these multi-billion 
dollar investment decisions that companies have to make. 

In short, it would increase uncertainty to the detriment of con-
sumers. And so I hope that whatever the course the FCC decides 
to chart in years to come, it is mindful of the fact that businesses 
have to invest based on a regulatory environment that is certain 
and the direction that the debate could go is one that would not 
lend itself to that. 

Mr. CRENSHAW. Well, before we wrap things up, Mr. Serrano has 
a brief comment. 

Mr. SERRANO. Thank you, Mr. Chairman. I have a TV watcher’s 
question which is on the minds of most Americans, but no one gets 
a chance to ask like I do. ME-TV, COZI TV, Antenna TV, they were 
the results of what action taken by the FCC? Was that the transi-
tion to digital? Was that the spectrum or all of the above? Or how 
do those channels show up? 

Mr. WHEELER. Well, those are digital channels that are existing 
on cable networks and other distribution facilities such as the 
Internet. 

Mr. SERRANO. But they are owned by? 
Mr. WHEELER. Well, ME, I guess, is owned by Fox, and that is 

a digital television transition. 
Mr. SERRANO. COZI, I think, is owned by NBC. Because in New 

York, for instance, at 7:00, they go to the NBC news, then they 
switch back to their own programming. 

Mr. WHEELER. Kind of Like MSNBC does. 
Mr. SERRANO. Just one last point: why are some channels 4.1 or 

4.2 or something like that? 
Mr. WHEELER. That is what the digital television transition did, 

where you have channel 4 and then you have other channels that 
now can fit inside that spectrum. 

Mr. SERRANO. Okay. And that’s what this is? 
Mr. WHEELER. On some of them. I can’t generalize, Congress-

man, for all of them. 
[The information follows:] 
Mr. WHEELER. Antenna TV, COZI TV and ME-TV are digital multicast networks 

which became available after the digital television transition. Local television sta-
tions air these networks as a digital multicast channels, usually on a .2 or .3 chan-
nel depending on the city and the station. In addition to being available over-the- 
air, most major cable companies carry local affiliate feeds of these channels. 
Launched in 2011, Antenna TV is owned and operated by Tribune Broadcasting and 
originates from facilities at WGN-TV in Chicago. COZI TV is owned by NBC. ME- 
TV stands for Memorable Entertainment Television and is owned by Weigel Broad-
casting and distributed by Metro-Goldwyn-Mayer. 
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Mr. CRENSHAW. I think if he pulls out his TV Guide, you will 
probably figure it out. You do not get the TV Guide? Do they still 
make that? 

Mr. SERRANO. It is an app now. There is an app for everything. 
It is something that pops up. I watch—and people have asked, 
Where are those channels coming from? 

Mr. PAI. Congressman, as the father of two children under three 
I am not familiar with television since, say, August of 2011. I am 
not quite sure of the answer to some of your questions. 

Mr. SERRANO. Thank you so much. 
Mr. CRENSHAW. Well, let me just thank you both for being here 

today and for your candid testimony. I think you each bring a great 
perspective that helps us. And remember: we have a role to play. 
We are not using taxpayer dollars, but we are using money that 
is ultimately extracted from consumers. 

When we talk about regulation, we start out talking about that 
seesaw, and generally speaking when agencies say, I want more 
money, that means they are going to do more regulation. That does 
not necessarily have to be true, but I think smart regulation and 
reasonable regulation is necessary. As you work on that seesaw, 
keep in mind that it tilts both ways. We have talked so much about 
creativity and innovation, the competition that drives so many 
things that you all see. We would hope that you keep that in mind 
as you make the rules that impact so many people. 

So thank you again for being here. This meeting is adjourned. 
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TUESDAY, APRIL 1, 2014. 

SECURITIES AND EXCHANGE COMMISSION 

WITNESS 

MARY JO WHITE, CHAIR, U.S. SECURITIES AND EXCHANGE COMMIS-
SION 

Mr. CRENSHAW. The hearing will come to order. 
I want to welcome our witness, SEC Chair Mary Jo White. 

Thank you for being here today to testify before our subcommittee. 
The Securities and Exchange Commission has a uniquely impor-

tant job of maintaining fair and efficient securities markets, en-
couraging capital formation, and protecting investors. This is not 
an easy task, but it is a critical part of keeping our economy thriv-
ing. 

For fiscal year 2015, the SEC is asking for a $350 million, or 26 
percent, increase over last year’s funding level. This is an espe-
cially large increase for any agency, and while the SEC is funded 
by fees, I believe congressional oversight over your budget is an im-
portant check on the Commission’s activities. 

What we want from the SEC is a securities regulator who is both 
capable and economical. It is easy to argue that money will solve 
all the problems in the world, but we expect to see results before 
appropriating additional dollars. 

Last year, the House included bill language fully funding the Of-
fice of Economic and Risk Analysis. I am anxious to hear about 
how you are using that funding to hire more economists in order 
to increase the cost-benefit analysis performed during the SEC 
rulemaking process. 

In addition, I am interested to hear your thoughts on the munic-
ipal advisory rule, which the SEC released early this year. I am 
concerned that it might be regulatory overreach in an area that 
could benefit from more competition and not less. 

American investors and all those who use the U.S. Security mar-
kets deserve to know that there is a cop on the beat who is pro-
tecting our markets. The Commission has had embarrassing and 
damaging inspections and enforcement lapses in the past, such as 
the failure to catch the Madoff and Stanford Ponzi schemes, as well 
as lapses in management, best practices, and due diligence, such 
as the Constitution Center lease debacle, the improper destruction 
of documents, and material weaknesses in the Commission’s finan-
cial statements. With the increases that Congress has given the 
SEC over the past decade, there can be no more excuses. 

Chair White, your fiscal year 2015 budget request asks for in-
creases in almost every office and division across the SEC, includ-
ing an overall request of 467 new FTEs. We have heard the claim 
that the SEC needs increased staffing and funding to get through 
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the Dodd-Frank mandated rulemakings; however, the staffing and 
funding levels at the SEC cannot exponentially increase forever. 
This is not an efficient use of your funds, nor will it protect Amer-
ican investors. I am eager to hear how the SEC plans to judiciously 
use its funding in key areas in order to best leverage its expertise 
and capabilities to protect our capital markets and investors and 
facilitate the overall growth of capital. 

So thank you again for being here today. I look forward to your 
testimony. 

And now I would like to recognize Ranking Member Serrano. 
Mr. SERRANO. Thank you, Mr. Chairman. I join you in also wel-

coming Chair White back before the subcommittee to testify on the 
fiscal year 2015 budget request for the Securities and Exchange 
Commission. 

Last year when we spoke, Chair White, you were just settling 
into your new position. Now, with almost a year of service in this 
new position, I have been heartened by what I have seen in many 
areas. 

I appreciate that, as a former prosecutor, you have taken a tough 
line on wrongdoers by moving to require more admissions of guilt 
in settlements. You have also made Dodd-Frank implementation an 
ongoing priority and have moved the ball forward on some of the 
law’s most important and complicated provisions. 

All that said, you cannot continue to protect investors and to 
make sure that our financial system is secure without sufficient re-
sources. For all the important compromises that were reached in 
last December’s appropriations bill, I think we did fall short of the 
mark in providing the necessary funding for the SEC. 

I am concerned about the impact this funding level is having on 
the Commission currently, and I believe that more needs to be done 
in fiscal year 2015, which brings us to your request today. 

Your request of $1.7 billion in fiscal year 2015 allows the SEC 
to keep pace with the growing markets you oversee, the increas-
ingly complex transactions that take place, and the expanded role 
you play in the wake of the financial crisis. Without a significant 
increase from the fiscal year 2014 funding level for the SEC, we 
are sending a signal that market actors should not expect con-
sequences for risky, unethical, and illegal behavior. And I think 
that should be extremely troubling for all of us. 

At this point, we all know the consequences of an SEC that is 
underfunded and unable, or unwilling in past administrations, to 
oversee Federal securities laws. Our markets suffer, our investors 
suffer, our taxpayers suffer, and, ultimately, our Nation suffers. We 
need a strong cop on the beat for Wall Street to ensure that we 
have strong protections in place and to deter future misconduct. I 
take your request for additional resources seriously, and I hope my 
colleagues will, as well. 

Chair White, once again, welcome. And I look forward to your 
testimony. 

Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you, Mr. Serrano. 
And now I would like to recognize the ranking member of the full 

committee, Mrs. Lowey. 
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Mrs. LOWEY. Thank you very much, Mr. Chair. And welcome. I 
would like to certainly thank Chairman Crenshaw, Ranking Mem-
ber Serrano for holding this hearing. 

And it is a delight—welcome, Chair Mary Jo White—for testi-
fying before us today. And we thank you for your agreeing to serve 
this great country of ours. We know how important the responsi-
bility you have is. 

Madam Chair, you come before us with a budget request for fis-
cal year 2015 of $1.7 billion, which would support the SEC’s re-
sponsibilities as well as the hiring of an additional 639 employees. 
These additional positions would help the SEC to examine invest-
ment advisors, enhance its core investigative functions, continue 
improvements in technology to keep up with the changing markets. 

Year after year, the SEC’s budget authority has been kept below 
what is needed to meet demand and the needs of our increasingly 
global economy. In fact, the Republican majority kept the SEC 
budget at more than $300 million below the President’s request in 
fiscal year 2014. This approach is nonsense. The SEC is entirely 
fee-funded, and, as such, providing adequate funding authority will 
not take a dime of U.S. Taxpayer dollars, nor will it have any im-
pact on the deficit or the debt. 

I worry that the Republican majority’s budget restrictions on the 
SEC are purposely intended to make it more difficult for the SEC 
to do its job. By robbing the SEC of its needed funding, the Repub-
lican majority is making it more likely that fraud will go unde-
tected and that investors will be left at risk. And when this occurs, 
they will use that opportunity as a way to deny future funding. It 
is a cynical and unnecessary cycle. 

For our economy to succeed, investors need faith in the ability 
of the regulator to do its job. These misguided budget restrictions 
only harm the ability of the SEC to succeed. 

I look forward to discussing the importance of the SEC’s budget 
request in a moment, and I thank you again for appearing before 
us. 

Mr. CRENSHAW. Thank you. 
I would like to now recognize Chair White for your opening state-

ment. Your written statement will be made part of the record, and 
if you could keep your remarks to about 5 minutes, that will give 
us more time for questions. 

Please. 
Ms. WHITE. Thank you very much. 
Chairman Crenshaw, Ranking Members Lowey and Serrano, and 

members of the subcommittee, thank you for inviting me to testify 
in support of the President’s fiscal year 2015 budget request for the 
Securities and Exchange Commission. 

Now, more than ever, investors and our markets need a strong, 
vigilant, and adequately resourced SEC. From fiscal year 2001 to 
fiscal year 2014, trading volume in the equity markets more than 
doubled to a projected $71 trillion. The complexity of financial 
products and the speed with which they are traded increased expo-
nentially. Assets under management of mutual funds grew by 131 
percent to $14.8 trillion, and assets under management of invest-
ment advisors jumped almost 200 percent to $55 trillion. 
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Today, there are over 25,000 SEC registrants, including broker- 
dealers, clearing agents, transfer agents, credit rating agencies, ex-
changes, and others. During this time of unprecedented growth and 
change in our markets, the SEC has also been given new and sig-
nificant responsibilities for over-the-counter derivatives, private 
fund advisers, municipal advisors, crowd funding portals, and 
more. 

The President’s $1.7 billion budget request would enable the SEC 
to address critical core priorities, including enhancing examination 
coverage for investment advisers and other key entities who deal 
with retail and institutional investors; protecting investors by ex-
panding our enforcement program’s investigative capabilities and 
strengthening our ability to litigate against wrongdoers; leveraging 
technology to make our operations more efficient and to improve 
our ability to identify a variety of market risks, including emerging 
frauds. 

As you know and have alluded to in your opening remarks, the 
SEC’s funding is deficit-neutral, which means the amount Congress 
appropriates does not impact the deficit, the funding available for 
other agencies, or count against caps in the congressional budget 
framework. 

Nonetheless, I fully recognize my responsibility to be an effective 
and prudent steward of the funds we are appropriated and to pur-
sue only those things we need to advance our mission. I believe our 
accomplishments this past year should give Congress and the pub-
lic confidence that we will do so. 

While certainly more remains to be done, since my arrival in 
April 2013, the Commission has adopted or proposed more than 20 
significant rulemakings, including many mandated by the Dodd- 
Frank and JOBS Acts, across the regulatory spectrum of our juris-
diction. 

We are also now more aggressively enforcing the securities laws, 
requiring for the first time admissions to hold certain wrongdoers 
more publicly accountable and obtaining orders for penalties and 
disgorgement of $3.4 billion in fiscal year 2013, the highest in the 
agency’s history. 

And we have taken a data-driven, disciplined approach to ad-
dressing complex market structure issues, such as high-frequency 
trading and dark pools, implementing a powerful new analytical 
tool called MIDAS. 

This budget request would permit the SEC to increase its exam-
ination coverage of investment advisers, who everyday investors 
are increasingly turning to for investment assistance for retirement 
and family needs. While the SEC has made the most of its limited 
resources, we nevertheless were able to examine only 9 percent of 
registered investment advisers in fiscal 2013. As a point of ref-
erence, in 2001 the SEC had 19 examiners per trillion dollars in 
investment adviser assets under management; today we have only 
8. More coverage is plainly needed, as the industry itself has ac-
knowledged. 

Very importantly, this budget request would also allow us to bet-
ter leverage technology across the agency to support a number of 
key initiatives, including EDGAR modernization, a multiyear effort 
to simplify the financial reporting process for public companies and 
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other filers; completion of the enterprise data warehouse and addi-
tional analytical tools which will allow us to organize, integrate, 
and analyze large amounts of data for improved risk analysis and 
fraud detection; enhancements to the Tips, Complaints, and Refer-
rals System to maximize our ability to move quickly to act on the 
high volume of tips that we receive; information security to up-
grade tools and processes, responding to the ever-increasing cyber 
and other security threats; and modernization of SEC.gov to make 
one of the most widely used Federal Government Web sites more 
informative for investors and public companies. 

This budget request also allows us to continue augmenting our 
Division of Economic and Risk Analysis by adding financial econo-
mists and other experts to assist with economic analysis in rule-
making, risk-based selection for investigations and examinations, 
and structured data initiatives. 

I firmly believe that the funding we are seeking is fully justified 
by our important and growing responsibilities to investors, compa-
nies, and the markets. Your support will allow us to better fulfill 
our mission and to build on the significant progress the agency has 
achieved, which I am committed to continuing and enhancing. 

I am happy to answer your questions. Thank you. 
Mr. CRENSHAW. Thank you very much. 
[The information follows:] 
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Mr. CRENSHAW. Let me start by asking a couple questions about 
efficiency. One of the things that I think most of us are aware of, 
is the funding for the SEC, I think, in the last decade has in-
creased about 66 percent. And if you go back to 2001, from that 
point until now, the funding has increased about 220 percent. 

So, over the years, there has been a lot of money spent by the 
SEC, and, as has been pointed out by everyone, that it is a fee- 
funded agency, but we take our oversight responsibility seriously. 
We are trying to make sure that, whether it is taxpayers’ dollars 
or fee-driven money, that it is spent effectively and efficiently. 

Last year, when the SEC asked for a 26 percent increase, you 
had been on the job a month, but now you have been on the job 
a year, and your view is that you need another 27 percent increase. 

So, when you talk a lot about the importance of technology, let 
me just ask you, can you point to some of the savings that you have 
been able to leverage due to this technology and this analytical ca-
pability? Is that something you have been working on? Could you 
tell us a little bit how you have been working on that side of the 
equation? 

Ms. WHITE. Yes. And this is done really throughout the agency, 
but I specifically work with our chief operating officer on savings 
throughout the agency, whether it is driven by investments in tech-
nology, which it often is, or wherever else, in the agency. To the 
extent we get more efficient, obviously, there are cost savings that 
are measured, really, under different metrics. 

And I can give you two examples. We saved $6 million a year, 
including for this year, from consolidating our operations center. It 
is now all in headquarters. So we will save $6 million in fiscal 2015 
and $6 million, going forward for a number of years. We also 
achieved $18 million in cost avoidance by our investment in tech-
nology to really improve our data infrastructure, enhancing various 
of our processes, making maintenance less required. And so those 
are two examples. 

But I take very seriously, Chairman Crenshaw, that with the 
funding that we do get, and then obviously I have made my I hope 
impassioned plea for, we certainly do need that funding for me to 
do and the agency to do its job responsibly. But part of that very 
important, serious responsibility is also to effect cost savings with 
these moneys, and we are doing that and fully committed to doing 
it. 

Mr. CRENSHAW. Thank you. 
Now, the one other thing that I have noticed is that you have a 

pretty large amount of carryover funding from previous years. I 
think the quarterly report says that the balance was $112 million. 
So that was last year, when you were subject to the sequester, and 
that fenced off $66 million, or about 5 percent of your appropria-
tion. And this carryover still amounts to about 8 percent of your 
total appropriations level. 

So you take that with the fact that you have access to this $100 
million mandatory reserve fund and you can spend up to $100 mil-
lion per year. I know that you always talk about additional re-
sources and certain constraints, but could you tell us why you have 
such a high carryover balance? 

VerDate Mar 15 2010 01:45 Jun 20, 2014 Jkt 088192 PO 00000 Frm 00129 Fmt 6601 Sfmt 6602 E:\HR\OC\A192P2.XXX A192P2sm
ar

tin
ez

 o
n 

D
S

K
4T

P
T

V
N

P
R

O
D

 w
ith

 H
E

A
R

IN
G



130 

Ms. WHITE. We have, as you know, no-year funds, so we are ac-
tually able to carry over balances if we don’t spend it in that year. 

And, Chairman Crenshaw, it is a product, in my view, of respon-
sible financial planning. We basically, because of the continuing 
resolution, spent very conservatively in early 2013, so that is some 
of it. 

We also tried very hard to hire in our new positions when we do 
get appropriated funds very wisely. So we are hiring the right peo-
ple to do the job most effectively and efficiently. The fact we have 
the no-year funds allows us to do that. 

And I think about $30 million of that is also from, again, I think, 
very good financial management by our folks, which is from de-obli-
gating moneys that were committed on closed-out contracts. 

And these moneys are, I will say—and I have spent a lot of time 
on this—very much taken into consideration in terms of the re-
quest we are making. 

Mr. CRENSHAW. Now, at the end of 2014, do you expect to have 
a carryover balance? 

Ms. WHITE. You know, I can’t answer that as I sit here. Cer-
tainly, we are committed to and we have actually enhanced our HR 
function so that we will be able to hire more efficiently as well as 
continue to hire prudently. And so that is where a lot of that ex-
pense comes from. 

But we do think in terms of the request that we have made in 
2015 that we would be able, if granted those funds, to hire in those 
positions. Again, we want to be prudent about those hires, but we 
do think we can do that, yes, sir. 

Mr. CRENSHAW. Well, thank you very much. 
We are going to go to questions among the committee members, 

and we will observe the 5-minute rule. People will be recognized by 
seniority if they were here when the meeting started. The late-
comers will be recognized in the order of which they arrived. 

We will actually make a special concession for our ranking mem-
ber, Mrs. Lowey, and call on her for the next round of questions. 

Mrs. LOWEY. You are very kind. Because, unfortunately, there 
are several hearings going on at the same time. Thank you very 
much. 

Madam Chair, in fiscal year 2013, due to budget constraints, the 
SEC examined only about 9 percent of registered investment advis-
ers. Over the past decade, the number of investment advisers has 
increased by 40 percent, and the assets under management by 
these very advisers has more than doubled to $55 trillion. And yet 
funding for the SEC has not kept up with the need. 

The overwhelming majority of investment advisers work with 
their clients’s best interests in mind, helping them save for retire-
ment, making smart investments, but, like every profession, there 
are always bad apples. And I am sure we could all agree that ex-
amining 9 percent of investment advisers is much too low. 

If only 9 percent of investment advisers are examined per year, 
how does the SEC prioritize examinations? Why are these exams 
important to mom-and-pop investors? And how can investors have 
faith in the market if 40 percent of investment advisers have never 
been examined? 
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Ms. WHITE. There is no question that this is a stark example of 
the extreme challenge presented by our current level of funding. It 
is elsewhere throughout our functions, but in this investment ad-
viser space, what we do with our limited resources is to obviously 
try to apply them as wisely as we can. We do risk-based assess-
ments of where we should go based on various parameters—the 
size of the investment adviser, rates of return, recidivism, kinds of 
products. 

I have also instructed our examiners in our national exam pro-
gram that I don’t want to be absent from the smaller spaces either, 
because that is where more and more retail investors, in particular, 
are relying on investment advisers to tell them what to do with 
their retirement money, with their money for their children’s edu-
cations. They cannot afford to lose these moneys. 

And they are also helped by every exam we do, not only at the 
smaller level but the ones that we do of the larger investment ad-
visers, as well, because their pension funds, you know, tend to be 
managed by those larger investment advisers. 

And just as another data point of concern—I mean, I have to say 
it exactly that way—we do find issues when we do these examina-
tions. Seventy-five to 80 percent of our exams across our reg-
istrants receive a deficiency letter of some kind, 35 to 42 percent 
of those have a significant deficiency finding, which means basi-
cally a finding by our staff that there is either harm to a customer 
or client or a significant risk of harm to a customer or client or 
some kind of recidivism. 

A good thing that happens when we examine, just in terms of 
value return for the exams we do, 86 to 93 percent of the invest-
ment advisers we do examine and find a problem with will tell us 
represent that they have remediated those problems. We obviously 
test it down the road. About 15 percent of the findings are actually 
referred to enforcement. 

We also return value. Actually, when we visit an investment ad-
viser and we find a problem with fees that may have been over-
charged or misallocated, they voluntarily will return them to inves-
tors as a result of our exam. 

So it is a critical function that we just must find a way. And we 
are obviously, I believe, using our resources very wisely to get 
greater coverage. 

Mrs. LOWEY. Following up on that, the news often carries stories 
of the large frauds, and justifiably so, but what we don’t hear day- 
to-day are the stories of working class families being targeted and 
taken advantage of by fraud. 

What trends has the SEC noticed in security frauds? How would 
the budget request help meet the investigatory and enforcement 
needs to combat these frauds? 

Ms. WHITE. A large part of our budget request is directed directly 
to trying to meet our examination and enforcement needs so that 
we can better protect investors. 

What we are seeing in enforcement, we clearly still have cases 
of various kinds against very prominent Wall Street firms. There 
is a rise in microcap frauds, which can impact the retail investor 
quite particularly and quite significantly. 
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We see a rise in affinity frauds, which are some of the most gall-
ing kinds of securities violations that one can come across, which 
is essentially frauds directed at victim investors, based on race, re-
ligion, age, or status such as whether they are veterans. And it is 
something we have been very aggressive about in order to be able 
to, you know, meet these, really, crimes that are occurring against 
our retail investors. 

There is an uptick really across our range of enforcement prior-
ities: financial reporting frauds, various kinds of market abuses, in-
sider trading, market integrity issues with respect to some of the 
exchanges, FCPA. So it really is across the board. We obviously try, 
again, to use our resources in the wisest way we can to go to pri-
ority areas. 

Mrs. LOWEY. Just lastly, Mr. Chairman, I just wanted to mention 
one other issue which has concerned me greatly, and I have been 
part of many briefings focused on this issue, and that is the whole 
cyber attacks. 

Companies have a responsibility to their shareholders. I know 
that, in the past, when companies should have made security 
breaches public, which could have helped prevent future breaches 
conducted in a similar manner, that rather than sharing this infor-
mation, companies have kept it private, leaving many more at risk. 

I do think investors have the right to know if companies that 
they are invested in have been the victim of cyber attacks so that 
they can ensure the steps are taken to prevent and mitigate future 
criminal actions. 

So if you can just comment briefly. Should companies that report 
with the SEC be required to disclose cyber attacks? And when you 
meet with private-sector partners, what resources do they need 
from the government to help effectively manage cyber threats? And 
how can the SEC encourage information-sharing? 

This has been a major issue, and I don’t know that we are mak-
ing much breakthrough in it. If you could just—— 

Ms. WHITE. I share your concerns about how serious and long- 
term this threat is, really across the issues, not only the impact on 
investors but to our economy, to our national security, no question 
about that. 

We actually held a roundtable last week on cybersecurity really 
to emphasize that, and not only with respect to our registrants and 
public companies, but to bring together the various government 
agencies who are charged with dealing with the cyber threat—to 
talk about, among other issues, the coordination among the govern-
ment agencies. The Department of Homeland Security, for exam-
ple, which is a national security agency, is, in effect, the coordi-
nating agency among the Federal agencies. 

And the emphasis there, which is so critical, is that we must 
have a public-private partnership on this. I think the government 
needs to do better at sharing information with the private sector 
if they get requisite security clearances. 

In terms of disclosure by public companies, just to commend the 
staff of the SEC, in 2011 the staff of the SEC actually put out guid-
ance to public companies regarding their obligations to disclose 
cyber risks and cyber incidents if they were material, which, of 
course, is the basis to our disclosure regime. 
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It has been, I think, regarded as very helpful guidance. The staff 
has followed up on that, too, to see if the disclosures have im-
proved. We think they have improved, but it is a continuing proc-
ess and priority. 

Mrs. LOWEY. Thank you. 
And thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Womack. 
Mr. WOMACK. Thank you, Mr. Chairman. 
Chair White, as I am sure you are aware, I, along with my col-

leagues, many of whom are on this dais and others on the Finan-
cial Services Committee, sent you a letter asking for an update on 
actions by the SEC after the proxy advisory firm roundtable back 
in December. And, as you know, two such firms, one of which is 
in the process of being sold, control about 97 percent of that market 
and actually become, kind of, de facto corporate governance stand-
ard bearers in the United States. 

These firms have obvious conflicts of interest, and their services 
sometimes don’t necessarily reflect their fiduciary responsibility to 
their clients. So is it safe to assume that the SEC hosted the 
roundtable because it recognizes that we have problems there? 

Ms. WHITE. We hosted the roundtable—which, by the way, I 
thought was quite constructive and there were actually, I think, 
more areas of agreement than we might have expected before we 
called the roundtable. I would make two upfront points. 

I mean, one, I think the proxy advisory firms are quite important 
to our proxy system and engagement of shareholders with the com-
panies they own. But there is also no question that a number of 
concerns and issues have been raised, including whether the disclo-
sures that they are actually required to make, have been adequate 
on conflicts of interest. So there was a lot of dialogue about that. 

There was also dialogue about the fiduciary duty that investment 
advisers have when they actually retain a proxy advisory firm, be-
cause the investment advisers have a fiduciary duty and they re-
tain that fiduciary duty. So that brings with it certain duties to 
make sure that the proxy advisory firm is discharging the service 
they are providing for the investment advisory firm as well and so 
forth. 

I can say, I have actually received quite recently, following that 
roundtable, recommendations from our staff, primarily in Corpora-
tion Finance and Investment Management, as to what steps, if any, 
what action, if any, the SEC should take following that roundtable 
on those issues. I expect in fairly short order to be discussing that 
with my fellow commissioners. 

Mr. WOMACK. In your opinion, were there broad areas of agree-
ment on improving the transparency? 

Ms. WHITE. I think there was agreement, at least at that round-
table, and I think probably more broadly than just at the round-
table, that in terms of some of the disclosures of conflicts of inter-
est, in particular, that there was room for improvement there. 

Interestingly, the Chamber has actually put out a best practices 
guide on this, if I might call it that, which I think has also spurred 
very useful dialogue both before and after that roundtable. 
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So I think one of the positive things that came out of that round-
table is that the various interested parties are continuing to dis-
cuss issues that divide them a bit, to try to close that gap and real-
ly make the process work better. I think that is very healthy, as 
well. 

Mr. WOMACK. It is my understanding that these firms are relying 
on SEC staff guidance in choosing not to disclose conflicts of inter-
est. Do you share my concerns that the Commission is effectively 
encouraging these firms to withhold this information? 

Ms. WHITE. The answer is no and I don’t think that actually 
came out as—certainly not as an area of agreement at the round-
table. 

I think, from the point of view of the SEC, we want to be sure 
there is clarity on those issues. And so, to the extent that questions 
have been raised about that, we want to make sure that there is 
perfect clarity. And we obviously pay—you know, we would like to 
pay a lot of attention to, whether it is guidance or one of our rules, 
what impact it is having. So that is one of the topics we will be 
considering as we go forward. 

Mr. WOMACK. Is the Commission reviewing the Egan-Jones no- 
action letters that allow for the conflicts to occur unchecked? 

Ms. WHITE. Well, again, I think I have described the status, 
which is I have gotten the recommendation from the staff as to 
what action, if any, should be taken— 

Mr. WOMACK. When would you expect action? 
Ms. WHITE. Well, I would expect to be in discussion with my 

commission and my commissioners about next steps, in pretty short 
order, within a matter of weeks, I think. 

Mr. WOMACK. Okay. Thank you, Madam Chair. 
Mr. CRENSHAW. Thank you. 
Mr. Serrano. 
Mr. SERRANO. Thank you, Mr. Chairman. 
One of the things you are going to continue to hear and we con-

tinue to hear here from a group of folks, in the majority party espe-
cially, is about cuts, cuts, cuts, cuts in the budget in general. And 
I don’t think we pay attention, at times, to the ramification of those 
cuts. 

So my question to you is, are you confident that the meltdown 
caused by Wall Street in 2008 won’t happen again, especially if 
Congress continues to cut? Or do you think that there are mecha-
nisms in place or is there a balance of both resources for oversight 
and mechanisms in place that can, in fact, stop us from a meltdown 
like we had in 2008? 

Ms. WHITE. Without making, perhaps, predictions I can’t make, 
at least categorically, certainly the actions and initiatives, includ-
ing the legislative initiatives, that we have taken since the crisis 
are designed to prevent that. 

And there has been a lot of progress on that. I think the regu-
latory agencies are doing their respective jobs a lot better. They are 
more focused on systemic-risk issues. They are working better with 
each other. 

One of the big mistakes we could make, though, is falling into 
any kind of complacency about the possibility of a repetition of any 
kind of event even near to what we faced during the financial cri-
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sis. The SEC, I think, is a very important agency to be sure it is 
not underresourced so that it can do its job to prevent risks from 
actually materializing in the ways that they should not and can be 
prevented. 

I think one of the other mistakes we should not make is that, 
when we have a reform like, we now, which I think is very positive, 
regulate the over-the-counter derivatives market—that we are able 
to implement those rules that we have adopted or are in the proc-
ess of adopting. So resources for implementation of these reforms 
is critical. And I do worry that we may be underresourced for that 
task, and I think that would be a mistake. 

Mr. SERRANO. Now, let’s assume for a second that I was wrong 
with my opening part of the statement and that we, in fact, come 
up with more funding for the SEC. What areas would you like to 
see where more enforcement should take place? 

Ms. WHITE. I think as, you know, broad enforcement as we can 
bring to bear is what our responsibility is. Let me be a little clearer 
about that. I think we need to be acting and sending very strong 
messages of deterrence across market participants. We need not to 
be neglecting the smaller violations, because smaller violations can 
become bigger violations. On the exam side, I think we have to, 
again, be focused on and broadly covering problems before they ac-
tually materialize into serious enforcement issues. 

So if we were to get sufficient funding—and, clearly, what we are 
asking for in fiscal year 2015, we asked for 126 new positions in 
enforcement and some technology that will help us be smarter in 
detecting fraud sooner. That will help us also when we get tips in— 
we get 15,000 tips in a year—to not only take them in in the right 
way but analyze them in the right way, analyze them quickly, and 
get them out to, you know, our investigative staff, to really jump 
on them when they occur. Then what we can do is try to act before 
the money is all gone in a very serious fraud. We can try to freeze 
assets, we can try to suspend trading. And we do that to good ends. 

So across the band of our enforcement functions is where I would 
apply those resources. 

Mr. SERRANO. Now, have the number of SEC enforcement actions 
dropped recently? And if so, was this the function of the sequester, 
or are there other dynamics going on, such as the complexity of 
cases or ongoing investigations? 

Ms. WHITE. We brought, actually—and I think, again, the num-
bers don’t tell the whole story, and that is very important always 
to emphasize, because we brought very high-quality, very complex 
cases not only this past year but, certainly, I think, for a number 
of years. We brought, in numbers, 686 enforcement actions in this 
past fiscal year, compared to, I think, 734 in the prior year, so that 
is a 48-case difference. 

It is hard to tease out the effect of sequester, specifically on that. 
I think the 686 cases we brought was really a very robust, strong 
effort by enforcement. Sequester and the budget limitations cer-
tainly impacted us elsewhere in enforcement and across the agen-
cy. 

Mr. SERRANO. I have to tell you something, Mr. Chairman. I 
don’t know if I asked a great question or a bad question, but half 
the audience left as I was asking that question. 
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Ms. WHITE. It was probably my answer. 
Mr. SERRANO. I have no idea what that is about, but something 

is going on here that makes me nervous. So I will just stop right 
here, Mr. Chairman. 

Mr. CRENSHAW. Why don’t you ask another question and we will 
clear out the room? 

Thank you. 
Mr. Diaz-Balart. 
Mr. DIAZ-BALART. Thank you very much, Mr. Chairman. 
I just want to make sure that I understood you, Chairman Cren-

shaw, when you talked about that the SEC’s budget has increased 
220 percent since 2001 and, I believe, two-thirds, 66 percent, in the 
last decade. 

And the reason I wanted to just repeat what you said is because 
I think only in D.C. is a 220 percent increase, you know, since 2001 
is considered a cut. I just thought that was illustrative of, kind of, 
some of the issues that we deal with here in Washington, that I 
think the American people would have to differ on whether that is 
a cut or not, and I don’t think it is. 

Madam Chairwoman, thank you for being here. 
Let me throw out a couple of related issues to you in regards to 

the implementation of the municipal advisory provisions of Dodd- 
Frank, which, now, many banks—and I am really particularly con-
cerned about community banks. They are having some difficulty de-
termining whether they need to or they don’t need to register with 
the SEC as municipal advisors. 

And it is no secret that community banks have long provided fi-
nancial services to local municipalities, and yet very few of them 
have ever had to previously register with the SEC. And now I un-
derstand that the staff of the SEC is working to develop a set of 
facts that would assist banks, fortunately, in determining whether 
registration is necessary. 

Now, the deadline for that evaluation, to evaluate their situation 
and decide whether or not to register—and, by the way, which also 
would be potentially whether or not they could continue to provide 
their services to municipalities—is, I believe, coming up on July 
1st. 

Any idea, can you estimate for the subcommittee, let us know 
when those facts, which I think would be very helpful, will be 
available to guide the community banks? 

Ms. WHITE. I can’t give you a specific timeframe. The staff did 
put out in January FAQs, staff guidance on a number of issues in 
that space and who is to register and under what circumstances. 
It sounds like from your question that those FAQs may not have 
fully answered the question that you are posing now. 

The staff has since—and, by the way, we also actually put off, 
in effect, the effective date until July, it was actually in January, 
to give the industry and potential folks who might need to register 
more time to, dialogue with the staff. That is going on as we speak 
and has been since before January when the FAQs were put out 
and also afterwards. 

So, you know, I think it is anticipated we will put out additional 
guidance on some of the additional questions that have been raised 
before the July effective date, but I can’t give you a precise time. 
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Mr. DIAZ-BALART. It would be great if, once the staff has a better 
idea, if they could just let us know, let our staff know. 

Ms. WHITE. We will. 
Mr. DIAZ-BALART. And then, also, kind of a related thing about 

the rulemaking. The Municipal Securities Rulemaking Board has 
proposed a rule for, again, municipal advisors that may—could 
force, I should say, some banks, including the community banks 
and some regional banks, to choose between, we are being told, be-
tween providing advisory services or traditional banking services, 
whether it is deposits or taking loan money or whatever, to State 
and local municipalities. 

And I understand that the proposed rule, there is a new fiduciary 
duty which would impose, I believe—that says any entity providing 
advisory services could not act as a principal in providing other fi-
nancial services. 

Now, the concern is that, obviously, some local municipalities 
have long looked at banks to provide both banking services and 
also advisory services. And yet my understanding is, under that 
rule, that banks would have to choose which one of the two. And 
I may be wrong, which is why I am kind of throwing it out there. 
So if that is true, then, some local school boards or town counsels 
would have to, kind of, decide which one of the two and, frankly, 
may even have to break long-existing relationships that have 
worked for them. 

So if that rule, and if I am accurate about what I believe to be 
the case, if it is submitted in that way, will the SEC attempt to 
make the rule workable to prevent this disruption, this potential 
unnecessary disruption, in many relationships that might affect a 
lot of municipalities and school boards? 

And to, you know, kind of, throw a pun out there—because, hope-
fully, if they like their bank, they should be able to keep it. You 
know, if you like your bank, you should be able to keep it. So, hope-
fully, that rule will take that into consideration. 

Any thoughts on that? And if, in fact, that rule does come out, 
would you be willing to work with banks and municipalities to 
make sure that they don’t face that? 

Ms. WHITE. Again, it sounds like what you are describing impli-
cates MSRB rules—— 

Mr. DIAZ-BALART. Yes. 
Ms. WHITE [continuing]. That will come to the Commission. And, 

if it comes to the Commission for approval, obviously, we will, focus 
on all aspects of it. 

I will say, I may need to get back to you with whatever addi-
tional information I can provide specifically—— 

Mr. DIAZ-BALART. Great. 
Ms. WHITE [continuing]. That is responsive at this stage. I am 

not sure there is any additional information I can supply. 
I will say that when the MSRB and the SEC considers any rule-

making, I mean, you look very, very closely at the economic im-
pacts of those rules, the cost-benefit analysis the chairman was al-
luding to in his opening statement. That is a very critical aspect 
of all of our rulemaking. 
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And so, you know, I can’t really speak more specifically today to 
that point, but maybe I will be able to supply some additional in-
formation. 

Mr. DIAZ-BALART. Right, because the rule hasn’t come out yet, as 
far as we know. 

Ms. WHITE. Right. 
Mr. DIAZ-BALART. But if it does come out, that is when it gets 

interesting for you. 
Ms. WHITE. Yeah, no, no, it is—and, also, if we pass on and, you 

know, I can’t get ahead of that train. 
Mr. DIAZ-BALART. Right. 
Ms. WHITE. Okay. 
Mr. DIAZ-BALART. Thank you. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. 
Welcome, Madam Chair. 
As you know, the SEC requires public companies to report their 

financial statements in XBRL structured data format. Unfortu-
nately, the SEC doesn’t necessarily enforce the quality of that data. 
And what we are hearing from many is that that renders it vir-
tually useless for them, that the trust that is needed to trust this 
data to make critical decisions is tough to rely upon. 

Can you update us on your efforts to enforce the quality of these 
submissions for public companies? 

Ms. WHITE. Yes. Let me just say, and as you know, the Commis-
sion actually began to require that certain financial information be 
filed in the XBRL format with the largest issuers, actually, in 2009. 
And then, over the next 4 years, the requirement was phased in 
for the midsized and the smaller filers, basically allowing them 
more time to, sort of, adjust to the new requirements, which do 
have some complexity to them. 

This actually also allowed the larger and more sophisticated com-
panies to assist in the market’s development of software tools to 
meet these obligations, provided some, you know, additional time 
for diversification of the support community that you really need 
to assist filers in tagging their data. 

Over the last 5 years, we have actually seen, from our staff’s per-
spective, an improvement in the quality of data as filers have be-
come more familiar with the process and, frankly, as the number 
of vendors actually providing the support services has increased. 

We still believe there is room for further improvement, neverthe-
less. And our Office of Risk Assessment and Interactive Data, 
which is actually within our Division of Economic and Risk Anal-
ysis, continues to be a resource for both issuers and vendors with 
questions about filing XBRL. We have gotten a lot of positive feed-
back on that. 

And staff in our divisions, in not only the Division of Economic 
and Risk Analysis but also Corporation Finance, have actively par-
ticipated really in trying to educate the XBRL filer community on 
how to actually, you know, be able to do this more easily. 

And we are basically continuing to evaluate, ways to enhance the 
usefulness of XBRL and, again, try to give specific guidance—be-
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cause I know it has been needed and asked for by those who must 
file. So that is the current status of it. 

Mr. QUIGLEY. And what would it take? I mean, the data is im-
portant; the reason we have them file is important. What would it 
take, besides guidance and education, to let them know that you 
are serious about this, there is too much at stake to get bad infor-
mation? 

Ms. WHITE. Again, I think we have, particularly in the last, year- 
plus, been sending a very, I believe, strong message. Maybe not 
strong enough, from your question. And I will look into it, imme-
diately, actually. 

But, really, having our Division of Economic and Risk Analysis 
as a resource, on these issues, I think, really has helped signifi-
cantly. But I will see whether there is more we can’t do. 

Mr. QUIGLEY. Well, I certainly appreciate that. If you could get 
back to the committee—— 

Ms. WHITE. Yes. 
Mr. QUIGLEY [continuing]. We would certainly appreciate it. 
Let me hop over to the JOBS Act. 
Mr. Chairman, I think I am correct that every member of this 

subcommittee voted for the JOBS Act. I think it passed 390 to 23— 
not something that happens every day here. 

But, you know, there has been some delay and some slow 
progress in implementing all the rules here. Can you give us an up-
date on where the SEC is on that process? 

Ms. WHITE. Yes. And, as I said before I was confirmed and I have 
said after I was confirmed, about a year ago now, that one of my 
immediate top priorities was to implement, you know, both the 
Dodd-Frank Act and the JOBS Act rulemaking mandates given to 
the SEC. 

We did in July, this past July obviously, lift the ban on general 
solicitation. We also at the same time, same day actually, adopted 
the disqualification of bad actors from that new market. That is ac-
tually a Dodd-Frank provision, but very important that they went 
together. 

We have proposed the crowdfunding rules. We have proposed Reg 
A-Plus. The comment period, I think, has just closed in February 
on the crowdfunding proposal and in March, actually, with respect 
to, as we refer to it, Reg A-Plus. 

We have some additional JOBS Act rulemakings to do. Some of 
them are really, kind of, conforming our regulations to what are al-
ready statutory mandates. But we are quite focused on getting 
them done. 

Mr. QUIGLEY. Anything else close to being finalized? 
Ms. WHITE. Well, once the comment period closes, I, at least— 

let me say it this way: They are all priorities for 2014. 
Mr. QUIGLEY. Okay. Thank you. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Commissioner, welcome. Thank you for—Madam Chair—thank 

you for joining us today. 
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Last year, as you may recall, the Appropriations Committee con-
sidered an amendment and adopted it on a bipartisan basis that 
would have required the SEC and the CFTC to develop a single 
rule as to how they apply the cross-border application of swaps and 
derivatives regulations. 

I think as we have all said repeatedly, it just seems like good 
government to have the SEC and the CFTC on the same page and 
have one standard when dealing with a single marketplace on how 
that market is being treated when regulated. Yet, the CFTC and 
SEC, I believe, have chosen not to issue a joint rule or a rule that 
is similar in nature. 

And so my questions are: Can you let the committee know what 
differences, if any, still exist between the SEC’s proposed cross-bor-
der regime and the one that has been implemented by the CFTC? 

Can you let the committee know what steps the SEC may have 
taken during the past year to ensure consistent application of 
Dodd-Frank’s rules to transnational swaps and security-based 
swaps? 

And then, as you know, your European counterparts have been 
highly critical of the approach that has been taken by former 
Chairman Gensler of the CFTC and that they had chosen to take 
him when Chairman Gensler was there. Will you commit to us that 
you will work as collaboratively as possible with international regu-
lators to ensure that the U.S. Has a cross-border regulatory ap-
proach that works for the global market and doesn’t disadvantage 
U.S. Companies relative to their foreign competitors? 

Ms. WHITE. I certainly can give you that commitment. And, real-
ly, since I have first arrived, I have been not only in dialogue with 
the CFTC at the principal level, including with Acting Chair Mark 
Wetjen now and then presumably his successor, if confirmed, Tim 
Massad, about this, as well as former Chairman Gensler and our 
international counterparts. 

I guess I would say several things. 
I think there are more similarities in our proposed rules and the 

CFTC rules than there are differences and we have been working 
to close gaps. 

We are really entering our adoption phase in 2014 at the SEC. 
One of the specific sets of questions that we posed in our cross-bor-
der proposal was precisely about the importance of consistency, be-
cause we recognize that to be important. We are not actually obli-
gated to do a joint rule, so it is not a joint rulemaking in a tech-
nical sense, but we certainly recognize the importance of consist-
ency. 

And so, we will be, working and are working with CFTC and our 
foreign counterparts, you know, on that aspect of these 
rulemakings. To some degree, we have the benefit of what has gone 
before, in terms of what is needed to, close the remaining gaps 
there. 

I am not suggesting they will be identical, at the end of the day. 
The markets are somewhat different, so there may be, some dif-
ferences. I think a couple of differences I would cite that are still 
there between SEC and CFTC are, how we go about defining a U.S. 
Person and the approach to substituted compliance. 
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But, in substance, we are much more in sync than we are not 
in sync, and we are going to continue to work on the differences. 

Mr. YODER. Well, and I would say the ‘‘U.S. Person’’ difference 
is pretty significant in terms of ones that are remaining. 

Ms. WHITE. Yes. 
Mr. YODER. And, frankly, when the Appropriations Committee 

addressed that issue last year in full committee, that was one of 
the thrusts behind why I think the committee chose to take it up, 
is that we have the SEC and CFTC defining who a U.S. Person is 
differently. You know, that is a real problem for, you know, cer-
tainty in the markets and predictability. 

And I think we are all concerned, and I am sure you are, as well, 
about the, really, backlash we received from European treasury 
secretaries and folks about the CFTC’s rules. SEC has been much, 
I think, clearer and better in their approach, and we just hope that 
they will follow your lead and that you will continue to provide 
leadership to help them work together. 

I understand the SEC, I think—and my colleague, Mr. Diaz- 
Balart, was discussing the muni-bonds issue, I guess. I understand 
the SEC is close to finalizing a rule that would regulate money 
market mutual funds. There are concerns that further regulations 
would particularly harm State and local governments by increasing 
their borrowing costs and shrinking the market for municipal 
bonds. 

What steps are you taking to ensure that any final rule does not 
negatively impact municipal financing? 

Ms. WHITE. Again, you know, we focus very carefully on all im-
pacts of the rule. I mean, clearly, we have gotten a number of com-
ments since we proposed the money market fund rules, I think it 
was last—last June. 

Whether, in effect, the muni funds should be exempted like the 
government funds are is a major comment that we have received. 
And the staff has been quite focused on that, as have our econo-
mists, in particular, in our Division of Economic and Risk Analysis. 

I can’t be more specific as to where we are on this, you know, 
the specifics, because it is something that is currently in discussion 
between the staff and the Commission. 

Mr. YODER. All right. Thank you, Madam Chair. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Graves. 
Mr. GRAVES. Thank you, Mr. Chairman. 
Chairwoman White, thank you for joining us. It is good to see 

you again. And I can only imagine how difficult it has been over 
the last year, your first year, to balance the difficult task of con-
sumer protection and free markets in investing and responsibility. 
And then you combine that with the laws that we pass and ask you 
to enforce, and the difficulty in doing that, and I know you are 
doing your best that you can. 

I really appreciated your comments a minute ago when you ref-
erenced the economic analysis. That is very important as you con-
sider rules that you are going to adopt. And it seems of late one 
of the most highly concerning rules right now is the Volcker Rule, 
as you are well aware. 
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And in an effort to, sort of, work with the authorizing committee 
some, we would have an interest, I guess, as a subcommittee here, 
as to the response you gave them to their letter when they asked 
about the economic analysis. And I guess in the letter it referenced 
that it had not been performed and yet you were moving forward 
with the rule, which was in violation of the law, and they had 
asked for a response to that. 

Were you able to provide that response to them? And if you had, 
could we get a copy of that, as well? 

Ms. WHITE. Sure. I would be happy to give you the response. We 
did respond to that. 

I mean, first, I would say we did—and the agencies, again, did 
not have to do a joint rulemaking on this but did actually act joint-
ly on this. And there was economic analysis done, which is re-
flected, actually, throughout the rule on various issues. And com-
ments came in, raising economic-impact issues, and the final rule 
actually was quite responsive to a number of major issues. 

What we did not do, given the context of the joint dynamic of the 
rulemaking, was apply our guidance and no other agency applied 
a specific agency procedure to the rulemaking. So I think that is 
what that reference is. 

We basically, as a legal matter, we adopted under the Bank 
Holding Company Act, which, as you know, doesn’t have the same 
requirements as our SEC acts do with respect to various other fac-
tors we take into account. 

But, as I say, the main point is economic analysis was very much 
a part of that rulemaking but not per our specific one agency guid-
ance. 

Mr. GRAVES. Did the economic analysis that you provide comply 
with, in essence, the judge’s ruling—and I, sort of, have the ref-
erence here that the case was the Chamber of Commerce v. the 
SEC, when the court indicated that an adequate economic analysis 
had not actually occurred. And, in fact, it was said, ‘‘And its failure 
to apprise itself—and, hence, the public and the Congress—of the 
economic consequences of a proposed regulation makes promulga-
tion of the rule arbitrary and capricious and not in accordance with 
law.’’ 

So I guess it meets what the court’s request is, as well? 
Ms. WHITE. Well, you never know until a court tells you, I think, 

what it meets, but—— 
Mr. GRAVES. Well, they made it pretty clear there. 
Ms. WHITE. But I think the references and the opinion were to 

various requirements under the securities laws, which are really 
statutory requirements. Again, this particular rule was adopted 
under the Bank Holding Company Act, which has different provi-
sions in it. 

Mr. GRAVES. Okay. 
And if I could ask just another quick question, I have here that 

the SEC claims that there is an interagency working group that is 
tasked with the coordination, I guess, of some other—and this is, 
again, referencing something that the authorizing committee had 
sent you—but a working group that is working together on some 
of these, I guess, supposed rules and such. 

VerDate Mar 15 2010 01:45 Jun 20, 2014 Jkt 088192 PO 00000 Frm 00142 Fmt 6601 Sfmt 6602 E:\HR\OC\A192P2.XXX A192P2sm
ar

tin
ez

 o
n 

D
S

K
4T

P
T

V
N

P
R

O
D

 w
ith

 H
E

A
R

IN
G



143 

Can you share with us who is a part of that working group and 
when they have met, how many times they have met, and such? 

Ms. WHITE. I can’t give you a precise number on how many times 
they have met. I mean, essentially, there is staff, senior staff, from 
all of the adopting agencies, so that means the Federal Reserve 
Board, CFTC, SEC, FDIC, OCC. I think I got everybody in there. 
And they meet quite frequently in person. They also meet by tele-
phonic conference call when issues arise. 

They have been focused on issues of interpretation. They have 
been focused on compliance issues that are to come, enforcement 
issues that are to come. And, again, I think there is a real recogni-
tion of the importance, even though not required, to act consist-
ently and as jointly as possible. And that is, I know, one of the, you 
know, major concerns that has been raised since the rule. 

Mr. GRAVES. Right. It is an amazing rule, and I know it is going 
to have an impact. And I would hope that this working group 
adopts some metrics to share with everyone so that everybody 
knows what they are working towards and that there is no ambi-
guity moving forward. 

But thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
I think we have time for another round of questions, if folks have 

other questions, and I will start. 
Madam Chair, it has been brought up a couple times, the whole 

rulemaking about municipal advisors. And, in fact, I wrote you a 
letter some time ago that the rule that came out defining ‘‘munic-
ipal advisor’’ was so broad that, for instance, if an issuer, whether 
it is a school board or a nonprofit hospital, somebody that was 
going to issue debt, and a broker-dealer came in and said, I have 
a great idea, here is a way you can refinance your debt, or here 
is a new way to finance your debt that can save you a lot of 
money—I think, initially, when the rule came out, if an under-
writing firm, a broker-dealer, came in and said, here is a great 
idea, then the issuer would be precluded from hiring that entity 
that came up with the good idea to actually underwrite the deal, 
because somehow they became a financial advisor as opposed to an 
underwriter. 

And then I understand that some clarification came out so that 
if you walked in with a great idea and said, I am actually an un-
derwriter, but here is an idea—now, do you know, has it been clari-
fied? If somebody came with that idea, would they be able to under-
write the deal that they brought in and said, here is a way to save 
money? Do you know yet where that interpretation has gone? 

Ms. WHITE. I think that—and I believe, if I remember your let-
ter—and maybe my response actually came before we actually had 
issued those FAQs and staff guidance. And, clearly, we addressed, 
that kind of, questioning the range of the underwriter exemption 
and also what could be done and could not be done without nec-
essarily triggering the registration requirements. But I don’t know 
if the precise issue has been covered. 

I can say that, since we did that staff guidance, we actually have 
not really gotten, much continuing complaint or interest in that set 
of issues from the broker-dealers. But, it doesn’t necessarily mean 
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it is solved. I would have to see. But we addressed a pretty full 
range of issues in those FAQs that came out in January. 

Clearly, you can’t just do anything and not trigger the registra-
tion requirements. I mean, the guidance is not that broad. But it 
did clarify in a number of areas, so it may have met that concern. 
I would be happy to be more specific and give you a more specific 
response on that. 

And I will say again, as I did in an answer to an earlier question, 
that the staff continues to dialogue with those affected by the rule 
to see whether there are other areas where we need to give further 
clarification. 

Mr. CRENSHAW. Great. Well, I think that is important, because 
I think everybody would agree that we need regulation, it needs to 
be reasonable and not burdensome and not have an unintended 
consequence. 

And in a situation like that, you have a pretty competitive mar-
ketplace, and also you have some pretty sophisticated issuers, 
whether it is a school board or whether it is a nonprofit hospital 
or a county commission, and you always have to ask yourself, what 
is their responsibility? They are the ones that are making this deci-
sion. And while you want to be reasonable in your regulation, you 
can’t oversee and protect everybody all the time from themselves. 
I mean, some people make bad decisions and some people make 
good decisions, and the government can’t always step in and make 
sure that everybody is being protected from themselves. 

So I appreciate the fact that the Commission is aware of that. 
And as you try to write these rules and regulations, that you can 
work with the folks that are impacted by this—that is what eco-
nomic analysis is all about. 

I want to ask you, too, it has been brought up, about the whole 
money market fund reform. That has been kicking around for some 
time now. And I guess you are close to promulgating those rules. 

I think we all have to recognize that we want to make sure that 
any kind of reforms don’t decrease liquidity or cause rates to go up 
or increase costs. So we put some language, as you might recall, 
in last year’s bill that said here are some thoughts that you should 
consider when you are reforming the money market funds. 

I think one of the commissioners has come up with an idea that 
you could either have the floating-rate debt or you could have some 
sort of redemption penalty—it was like an investor choice model. 

Do you know where all that is? You touched on that. Are we 
close to seeing the proposed rules? And have you taken into consid-
eration some of the different alternatives? 

Ms. WHITE. We certainly—and, again, we are in the active stages 
of discussion towards adoption. I can’t give you a specific, you 
know, timetable on that. 

I am familiar with the alternative that you referenced, which has 
been part of the discussion. I mean, again, I think our proposal, 
which I think was a robust proposal, basically had two alter-
natives—the fees and gates, the floating NAV for prime institu-
tional—or could be done in combination. 

We got a lot of comments, a lot of points of view on the proposal, 
which we have considered, you know, very seriously. Again, we did 
some reforms in 2010 that I think made the money market funds 
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more resilient, but we are focused on preventing that redemption 
run risk in times of stress that occurred during the financial crisis. 

So we want our proposal to be robust, very robust. And the pro-
posal certainly was. I expect the adopted rules to be robust, as well. 
But we are considering all of the ideas and impacts and clearly also 
are sensitive to, not damaging gratuitously the product. 

Mr. CRENSHAW. Great. Thank you very much. 
Mr. Serrano. 
Mr. SERRANO. Thank you, Mr. Chairman. 
Before I ask a couple of questions, I wanted to comment on some-

thing you just said, because I think you put in a nutshell part of 
what I am concerned about—and I am not saying you are agreeing 
with me, but part of what you hear from this side about resources 
and about enforcement. 

You are right, government can’t be in everybody’s lives, telling 
them what to do. But when an individual or a couple of individuals 
are making decisions that affect a whole lot of people, such as hap-
pened in 2008, where there was a national meltdown that then had 
an effect worldwide, then that kind of involvement, that kind of en-
forcement by government, that kind of interference, if you will, by 
government is totally proper, in my opinion, to make sure it doesn’t 
happen again. 

And that is what we are talking about here. At least the com-
ments I make whenever I say, you know, we need more enforce-
ment, that is to make sure that what happened then doesn’t hap-
pen again. Because those folks were not making decisions that af-
fected them only; they made decisions that affected a lot of people, 
and we are still suffering from it in so many ways. 

Mr. CRENSHAW. I would only say, when we talk about municipal 
securities, if a school board in New York issued $5 million in debt 
and they made a bad decision—— 

Mr. SERRANO. Right. 
Mr. CRENSHAW [continuing]. I don’t think that is what caused 

the world economy to almost collapse. But I think, in the broad 
sense, I agree with you—— 

Mr. SERRANO. Right. 
Mr. CRENSHAW [continuing]. And what you are saying. 
Mr. SERRANO. Thank you. Thank you, Mr. Chairman. 
Madam Chair, there has been a lot of press lately about high-fre-

quency trading. Are you concerned about these practices? Does the 
SEC have the resources to keep up with these new technologies? 

Ms. WHITE. I think—— 
Mr. SERRANO. It seems that every time you have a solution to a 

problem, a new one comes up, right? 
Ms. WHITE. Well, you have to be vigilant—which is why we need 

sufficient resources. But you have to be ahead of the market as 
much as you can. And, clearly, the marketplace is vibrant, it is 
evolving and constantly changing. So, it is very important, obvi-
ously, for the SEC to be on top of that. 

And I think I said, actually, before I was confirmed that one of 
my immediate priorities for the SEC, in addition to implementing 
the congressionally mandated rulemakings and strengthening en-
forcement, was to make sure that the SEC had thoroughly re-
viewed, really, the range of market structure issues, equity market 
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structure issues, and then decided what, if any, you know, changes 
should be made. 

Our approach at the SEC on these issues is to be data-driven 
and disciplined to determine where high-frequency traders fit into 
the range of market quality issues, to look into all the questions 
that have been raised, and then to take appropriate action if 
changes are needed. 

Now, clearly, we are focused at the SEC and have been for, you 
know, quite some time on any unlawful trading practices of high- 
frequency trading firms, really, of any of our market participants. 
And that is a very important focus of our enforcement and exam-
ination program. 

We currently have, I can’t talk about specifics, but a number of 
ongoing investigations regarding various market integrity and 
structure issues, including high-frequency traders and automated 
trading. So we are very much focused on, you know, any abuses in 
that space. 

On the policy side, questions have been raised there, should any 
of the rules be changed. And, again, our approach there is very 
data-driven, very disciplined. Our experts in trading and markets 
are, very much involved in this issue, very much on top of these 
issues. 

And I think, you have to sort, separate out, what are the ques-
tions you are asking there. I mean, for example, there are many 
market metrics that show that high-frequency traders, provide 
greater liquidity, they reduce costs, they lead to better prices. 
There is another school of thought—— 

Mr. SERRANO. Right. 
Ms. WHITE [continuing]. However, that raises various concerns 

about unfairness, the lack of a level playing field, what is the real 
value added. So, I think people would agree that there are advan-
tages of speed, but what is the impact of the advantages of speed? 
Is it harmful? Is it not harmful? Who does it harm, if it harms? 

But these are all, you know, issues that we are very much re-
viewing intensively and on top of. 

Mr. SERRANO. Let me ask you one more question, then, Ms. 
Chairman. Your request of $1.7 billion will support 639 new posi-
tions. You are requesting 126 new positions in enforcement, 316 in 
compliance, and 25 each in corporate finance, trading and markets, 
and investment management. 

Can you explain what function these will serve and why they are 
needed? Will they put you more in line with how other financial 
regulators are staffed? 

Ms. WHITE. We still won’t actually be in line with the other fi-
nancial regulators’, staff. But what we are asking for—and, again, 
we really have tried to be very surgical about our needs here, and 
I think particularly with the requests for the additional examiners 
and the additional enforcement staffing. They are critically needed 
to carry out our responsibilities. And we have talked a fair amount 
about the investment advisers and frequency of examination there, 
so I think I don’t need to, say more about that. 

On the enforcement side, we are also keeping up with a very, 
complex, fast-moving market. We need to know what Wall Street 

VerDate Mar 15 2010 01:45 Jun 20, 2014 Jkt 088192 PO 00000 Frm 00146 Fmt 6601 Sfmt 6602 E:\HR\OC\A192P2.XXX A192P2sm
ar

tin
ez

 o
n 

D
S

K
4T

P
T

V
N

P
R

O
D

 w
ith

 H
E

A
R

IN
G



147 

knows and, how they may be trying to come in between some of 
the rules so that we can, be right there on the enforcement side. 

Mr. SERRANO. Oh, they wouldn’t do that, would they? 
Ms. WHITE. No, of course not, right? 
Mr. SERRANO. Right. 
Ms. WHITE. So, those are—and one of the other things that I 

think has been an emphasis, certainly in enforcement, and cer-
tainly is my emphasis in enforcement, is to focus very closely on 
responsible individuals as well as institutions. 

Mr. SERRANO. Sure. 
Ms. WHITE. So we have an increased focus on responsible indi-

viduals. That, one would assume, and has to some degree already, 
led to more litigation, more trials. Individuals tend to contest more 
than companies do. And so some of those resources in enforcement 
are really to enhance our litigation capacity, which I think is ex-
traordinarily important to a strong enforcement presence. 

Mr. SERRANO. Thank you. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Womack. 
Mr. WOMACK. Thank you. 
A lot has been said already about the MSRB and the rulemaking 

for municipal advisors. The problem is, not everybody has said it. 
So let me associate my remarks with those of Mr. Diaz-Balart and 
our chairman. 

And, basically, from the context of I was a mayor for 12 years, 
issued a lot of debt, had a lot of great ideas presented to me by 
people, and so I think my overriding concern is that we don’t do 
anything that—I recognize, as my friend, Mr. Serrano, has said, 
that there is a place for legitimate regulation to protect those peo-
ple that make decisions that affect a whole lot of other people, 
which we certainly did. But there has to be a careful balance in 
there that we don’t disincentivize companies, people representing 
companies, that have workable ideas. 

We saw a lot of this when we saw interest rates going down and 
a whole lot of issuers capitalizing on the fact that they could re-
structure, do some second-lien bonds, those kinds of things, and 
really maximize the value, leverage their potential with a lot of 
capital investment. 

So I just want to make sure that we are not going to do some-
thing that is going to take away the incentive for these advisory- 
type folks to be able to give us the proper advice because of some 
rule that may prevent them from being able to participate in the 
issuance of the debt. 

Ms. WHITE. Well, it is a balance, but, obviously, the need for the 
rules was a provision of Dodd-Frank. I mean, that marketplace cer-
tainly has enforcement investor protection issues that we are re-
sponsive to, even apart from the registration requirements. 

But I think if you look between our proposal and what we adopt-
ed—I am not saying you agree with everything that is in the adopt-
ed rules there—that I think we very carefully, looked at how broad 
should that rule be, who should it apply to, to what activities 
should it apply to, and, again, considered, the impacts on munici-
palities and really across the board. 
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And, we are continuing, as I have said, to dialogue about issues 
that still remain subject to interpretation and concern. 

Mr. WOMACK. And very quickly, on your budget, to kind of pick 
up on something that Mr. Serrano said just a few minutes ago— 
and I couldn’t agree more that there is a need to protect people 
that make decisions that affect larger groups of people. But as it 
concerns the new hires, can you quantify the amount of resources 
that you are currently using to examine private fund advisors? 

I am asking because investors in those funds generally are well- 
off—millionaires, billionaires. And I get the need to make sure that 
private funds are above board, but my bigger concern are the retail 
investors. In my opinion, we should spend more time protecting the 
mom-and-pop retail investors who may not be as sophisticated 
when it comes to investing. 

So walk me through that scenario. 
Ms. WHITE. Well, I think that investors across the board are enti-

tled to protection, and the SEC is their advocate. I mean, I cer-
tainly don’t exempt anyone from, my thinking on that. It is very 
important. 

And I think, plainly, you have particular concerns for—height-
ened concerns for retail investors, particularly if they are not ad-
vised at all or advised by either a dishonest advisor or not an able 
advisor. 

But I think, again, the registration of advisors to private funds 
is something that, we have the authority in the Dodd-Frank act to 
do that. My sense is, our examination staff’s sense is that, we have 
tried to target our resources. We have done some presence exams, 
which are not the same as full-blown exams, not as resource-inten-
sive in the beginning, on some of this space. But we have found sig-
nificant issues where we have gone, particularly with respect to al-
location of fees and so forth. 

So I think there is, a need for resources in that space. We want 
to be smart about it. We certainly, do not want to compromise pro-
tection of retail investors. As I think I said earlier, though, you also 
have the phenomenon of, the larger investment advisors that are 
responsible, nevertheless, for the pension funds of the retail inves-
tors, so you have that indirect benefit. 

Mr. WOMACK. And, very quickly, of 600-and-some-odd employees 
if this budget were approved that you would hire, can you break 
those down as to who goes where, where your priorities would be 
insofar as the allocation of those resources? 

Ms. WHITE. I don’t know if I can be more specific than—I mean, 
you have the number for, how many would be, in exam, which was 
about 240—— 

Mr. WOMACK. 316? 
Ms. WHITE [continuing]. I think. 316 is the total. I think the dif-

ference, the delta there, is for broker-dealers and other registrants. 
So where it is most, frankly, desperately needed is in the invest-
ment adviser space. 

In terms of, sort of, how they would be deployed across, various 
kinds of investment advisers, I mean, that is something that, to a 
large degree, will be driven—I may be able to give you more spe-
cific information in a follow-up—by our, risk-based assessment of 
where the biggest concerns are, the biggest needs are, and, again, 
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trying to make certain that we are not absent from the smallest 
spaces as a part of that, too. Because you might not trip, a risk- 
based metric in the smallest of the investment advisers. So we 
want to make sure we are there, as well. 

Mr. WOMACK. Madam Chair, thank you so much. 
I am out of time. I yield back. 
Mr. CRENSHAW. Thank you. 
Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Madam Chair, my colleague, Mr. Womack, mentioned earlier in 

his questioning the proxy advisory firms, and I agree with the con-
cerns he has raised. 

Last week, Commissioner Gallagher gave a speech that ad-
dressed broader concerns around the proxy process. It does seem 
that some of the Commission’s rules around this process are out-
dated, in need of updating. No one wants to interfere with share-
holders, who have legitimate points, from placing proposals to their 
fellow shareholders, but when we examine who we are making 
many of these submissions, it feels we have ventured from the 
original goals of the proxy process. 

Consistent with Commissioner Gallagher’s speech, do you believe 
that the Commission should revisit the resubmission thresholds 
and the holding period requirements? 

Ms. WHITE. I think that—and I know the proposal you are ref-
erencing. I think we call it, in part, the proxy plumbing proposal. 

And, I think it has a number of issues in it, including the proxy 
advisory firm issue that we were discussing, and I think the issues 
are important to investors and important to companies. And by 
that, I mean there is a range of issues, I mean, not just the period 
of time that should be applied in terms of purchases and so forth. 

I think that that whole set of issues is one that certainly has my 
attention. We obviously are trying to prioritize a lot of rulemakings 
there, but it contains a number of important issues, I think. 

Mr. YODER. One of the issues we raised last year and was subject 
of debate before this committee and has some strong bipartisan 
support is legislation moving through Congress called the Email 
Privacy Act. Myself and Mr. Graves, along with a bipartisan group 
of Congress men and women, have cosponsored this bill, I think 
most people on this subcommittee. And it responds to concerns that 
have been raised about the IRS, the SEC, and a number of our reg-
ulatory agencies, that they are engaging in a practice of reading 
electronic correspondence of Americans without the due process of 
achieving a warrant or showing probable cause for reviewing those 
emails. 

The SEC has, I think, admitted to this practice. And I think it 
has come under some concern from a lot of Americans that the Fed-
eral Government would treat somehow electronic correspondence 
different than paper correspondence. The paper documents on our 
desk versus the, you know, file folders contained in our email ac-
counts all seem to probably have Fourth Amendment protections. 

This legislation is gaining a lot of steam in the House. And I 
guess my question for you is, is the SEC engaging in the practice 
of reading emails or other electronic correspondence of Americans 
without a warrant? 
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Ms. WHITE. And I think we had this conversation last year—— 
Mr. YODER. We did, yes. 
Ms. WHITE [continuing]. As I recall. And we certainly aren’t 

reading emails live, which I think was part of our discussion last 
year. 

What the SEC has—and we are not a criminal law enforcement 
agency, so we don’t have the authority to get a criminal warrant. 
So that is one point. 

What we do have—and, essentially, there is a long line of estab-
lished Supreme Court cases—we have the administrative subpoena 
power, as do most civil law enforcement agencies in one form or an-
other, that can be used to ask a subscriber for their emails or ask 
a third party, who may have documents, emails, including an ISP, 
you know, for those emails. 

So that is the authority the SEC has. A subpoena is very dif-
ferent than, seizing something as you might when you need to have 
a warrant in a typical case. The practice that the SEC has always 
followed with these is to, if they are subpoenaing the ISP, which 
I think is the area of interest, to give notice, to the subscriber, who 
then has the opportunity to contest that subpoena if they so desire. 

I understand the privacy concerns. I think we talked about that 
last year, as well. I think there are a number of different accom-
modations that can be made to actually heighten the privacy pro-
tections. 

What concerns me, as the head of a, in part, large part, I sup-
pose, law enforcement agency, is that we not put out of reach of 
lawful process—and, again, it is a process that gives notice and op-
portunity to be heard—what is often sometimes the only or critical 
evidence of a serious securities fraud. I think you can balance the 
two. We are certainly, happy to discuss exactly how to do that. And 
we use that authority, I think, quite judiciously, but it is extremely 
important to law enforcement. 

Mr. YODER. Which, clearly, your point is that you are not con-
ducting law enforcement, you are conducting administrative re-
view, you are conducting subpoena—I mean, if you are going to go 
forward with law enforcement, you are not looking at criminal 
sanctions on folks. And we believe just very strongly that that proc-
ess needs to be one that protects the Fourth Amendment rights of 
every American. 

And there is this sense that we get from not only statements of 
the IRS that has blatantly said Americans do not have an expecta-
tion of privacy when it comes to their email, there is a sense that 
these subpoenas that are being issued—so we are not even talking 
about warrants—administrative subpoenas that are being issued 
don’t give due process, don’t give notice, which you have described 
as protections for those, that these are being taken without notice 
to the subscriber. And that is one of the chief concerns that has 
driven the interest in fixing this. 

And so I would love to see your comments or thoughts on, I think 
it is, House Resolution 1852 to know what the SEC would amend 
or change about that to allow you to continue to carry out your 
functions while protecting the Fourth Amendment rights of our 
constituents, who are, frankly, alarmed at just the intrusions of 
privacy that go on every day at this government, particularly when 
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it comes to electronic correspondence, that somehow, perceived to 
be in the bureaucracy of this vast town, that the Fourth Amend-
ment doesn’t apply there like it applies everywhere else. 

I know you have stated here you believe it does and you are re-
specting that in your efforts, but I think we have some disagree-
ments about how that is being administered. And I would love to 
see your thoughts on how our bill could go forward to protect Amer-
icans with your input. 

Ms. WHITE. Happy to do that. 
And, again, I would just say that I do think, you know, that civil 

law enforcement—and I do call it law enforcement, because I think 
that is what it is—is extraordinarily important. I also think the 
privacy interests that you are referencing are extraordinarily im-
portant, too. 

And I think the way the SEC has done this, satisfies those re-
quirements, or should. But, again, I think there are any number 
of ways to do this, and we are very open to, talking about other 
measures, as well. 

Mr. YODER. Thank you, Madam Chair. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Graves. 
Mr. GRAVES. Thank you, Madam Chair, again. 
And appreciate the gentleman’s leadership on that issue. Very 

important to everyone, not just one side of the aisle or the other. 
It is really for everyone. And I appreciate your interest in trying 
to work with us on that. 

If I could quickly, just to go back to the previous comments and 
questions I had earlier in relation to the interagency working group 
and such, and you referenced, you said there were senior individ-
uals of those five agencies, is it possible for us to get a list of those, 
I mean, to our office at some point? I know you said you couldn’t 
recall off the top of your head who the individuals might be or the 
meetings times or places. 

Ms. WHITE. I don’t see any reason why those names couldn’t be 
provided. 

Mr. GRAVES. Good. Thank you. And—— 
Ms. WHITE. Someone may tell me there is a reason, but I don’t 

know it as I sit here. 
Mr. GRAVES. That happens to me oftentimes, too. 
And then, next, just thinking about a lot of confusion with the 

different agencies being involved and a lot of concern in the mar-
ketplace, is it possible that one agency might have some input or 
send out a letter or request to work within the rulemaking process 
one way and another agency maybe have different correspondence 
otherwise? 

If I could ask, is it safe for the marketplace to assume—or could 
you assure the marketplace that if they receive correspondence 
from any of those five that has a specific request on how to operate 
within the rulemaking process and such, that it is consistent 
amongst all of them and they shouldn’t expect something different 
from another agency, as it relates to the Volcker Rule? 

Ms. WHITE. I think—and I don’t want to overstate the assurance, 
but let me say two things. 
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I mean, one, I think that the marketplace should know—I mean, 
they know who their primary regulator is, and so I think address-
ing questions to the primary regulator is the best way to go. 

I can also say that all of the agencies are very focused on talking 
about and being as consistent as possible in terms of their, you 
know, approach on interpretations and other issues. And that is 
something that, again, I think, just as I think it was critically im-
portant to the rulemaking that it be jointly done, it is certainly 
critically important as we go forward on implementation that that 
happen. 

I don’t want to guarantee somebody can’t get a letter from some-
one that, hasn’t taken it before the group, but the objective of that 
group on any issues of significance is to discuss them first. It could 
be you could have—and this is what everybody is worried about— 
you could have ultimately a difference in point of view, and then 
that would create, the inconsistency you are concerned about. 

Mr. GRAVES. Right. And I think, really, I am thinking about the 
reporting requirements, you know, that—— 

Ms. WHITE. The metrics, yes. 
Mr. GRAVES [continuing]. Someone in the marketplace may have 

oversight with different agencies, and the OCC sends them one re-
porting requirement for the same rule and potentially the FDIC or 
another agency sends them another, that as much consistency and 
continuity is better for the marketplace during this development 
time and the new rule being implemented. So anything you could 
do to reassure us as a committee that that is occurring—— 

Ms. WHITE. Yes. 
Mr. GRAVES [continuing]. Because, ultimately, we get the calls 

that say, hey, what am I doing, which—— 
Ms. WHITE. Yes. 
Mr. GRAVES [continuing]. Letter do I go by? 
And then, lastly, I would just like to get your thoughts on the 

future of the market with the collateralized loan obligations. What 
do you see the future there? Because there is a lot of concern with 
the Volcker Rule and the implications on that market. 

Ms. WHITE. Yes. And that is an issue, on the CLOs, that really 
has been, in this interagency working group but has the attention 
of the principals of the agencies, as well. It is one of those that, 
as we speak, we are very focused on. So I can’t tell you how it 
comes out, but it is something that we are, very focused on. 

Mr. GRAVES. So it is safe to say that the interagency working 
group is looking at this, that it is—you don’t see CLOs being 
banned in the future at all, in totality? 

Ms. WHITE. You know, I think the question is, how do you inter-
pret the provisions with respect to the CLOs. So I don’t want to get 
ahead of the group on this. 

Mr. GRAVES. I understand. And I guess you know a lot of indus-
try really relies on that opportunity, so I appreciate how that work-
ing group is looking into this and understands that importance. 

Thank you. 
Mr. CRENSHAW. Thank you. 
I don’t think there are any more questions. We want to thank 

you for your testimony today. 
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I hope you can appreciate, that we are all concerned that we 
have the right kind of regulation. That is a tough job. And I think 
there is also a concern that we want to do everything we can to 
do those jobs efficiently and effectively. 

Last year, when we fully funded the Division of Economics and 
Risk Analysis—I hope that that is helping to do more cost-benefit 
analysis of the rules that you are putting out. I know that all these 
Dodd-Frank rules are going to require more people, and then you 
have to ask yourself, what do you do with all the people after all 
the rules are written? 

And that is where I think the IT that you talk about, upgrading 
those areas, hopefully can be leveraged into doing a lot—like when 
we talked initially about how only 9 percent of the investment ad-
visors are being looked at. You would hope that somehow the IT, 
the money that is being spent there, would help doing that job. 

So we recognize you have a tough job, and we appreciate the 
hard work that you are doing. And we thank you for being here 
today. 

Ms. WHITE. Thank you. 
Mr. Chairman, could I just say one—— 
Mr. CRENSHAW. Sure. 
Ms. WHITE. In terms of the Dodd-Frank and the JOBS Act 

rulemakings, I mean, I think, in terms of resources going forward, 
that is really a matter of implementing those rules. It is not as if 
we are going to have lots of people, sort of, freed up from writing 
the rules. I mean, so that is factored into the request, though. 

Mr. CRENSHAW. Gotcha. 
Ms. WHITE. Okay. 
Mr. CRENSHAW. Well, thank you so much. 
Ms. WHITE. Thank you. 
Mr. CRENSHAW. The meeting is adjourned. 
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WEDNESDAY, APRIL 9, 2014. 

OFFICE OF MANAGEMENT AND BUDGET 

WITNESS 

SYLVIA MATHEWS BURWELL, DIRECTOR, OFFICE OF MANAGEMENT 
AND BUDGET 

Mr. CRENSHAW. Okay, the hearing will come to order. 
Director Burwell, we want to welcome you to our hearing today. 

OMB has a significant responsibility in assisting the President, 
and that is any President, Democrat or Republican, in the develop-
ment and execution of their policies. In meeting with this responsi-
bility, OMB develops the budget requests, coordinates manage-
ment, legislative, regulatory, financial, procurement and other pro-
posals to make sure that the Federal agencies’ practices are good 
for the country and consistent with the Administration’s objectives. 
OMB does this with fewer than 500 people. 

The purpose of today’s hearing is to discuss OMB’s appropriation 
request. Since OMB is the Agency that prepares the budget request 
for the entire Federal Government, we will also want to discuss 
some of the important policies and assumptions in the President’s 
overall request for fiscal year 2015. 

I know you are pleased that the deficit dropped to 4.1 percent of 
GDP last year, but we have to remember the deficit is also higher 
than it has ever been under any other Administration, and last 
year, maybe the year before, it exceeded 100 percent of GDP, and 
it looks like it is going to continue to stay there for the rest of this 
Administration. So it would have been nice to do a little bit more 
to help reduce spending. 

Now, the mandatory spending proposed in your budget is esti-
mated to grow from $2.5 trillion in 2014 to $3.6 trillion in 2019. 
That includes over $750 million in gross interest payments on the 
debt in fiscal year 2019, and that is more than the entire defense 
appropriations bill. I think it would be best if the Administration 
could propose some mandatory spending reforms that would rein in 
more of this spending. So I urge you to work with the Budget Com-
mittee and the authorizing committees to implement responsible 
mandatory reforms. As an appropriator who has implemented 
spending reductions since 2011, we want to encourage you to make 
progress on the mandatory side. 

I was a little concerned that the budget request was submitted 
late. We are 6 years into the Obama Administration, and the budg-
et request is still late. I know that the fiscal year 2014 appropria-
tions process didn’t finish until January, but the Ryan-Murray 
agreement provided fiscal year 2015 top line appropriations to use 
in December, and the request was still late. So I hope next year’s 
budget is submitted on time. 
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Regarding your appropriations, I am a little concerned that you 
still are asking for an increase in your operating account. These are 
difficult fiscal times and most Americans want to see their Nation’s 
leaders lead by example. Between 2010 and 2014, total discre-
tionary spending has been reduced by 13 percent. During the same 
time period, the House Members’ office budgets have been reduced 
by 16 percent, but OMB’s operating budget has only been reduced 
by a little over 3 percent. 

So I know that you have a lot to do and your staff have a lot 
to do, but, again, I would love to see more leadership, leadership 
by example. That is why we reduced the Members’ budgets by 16 
percent. Our constituents don’t ask us to do 16 percent less work. 
We just have to find a way to do all our work, and we do it with 
existing resources. 

Regarding your request for a $12 million increase in the IT over-
sight and reform, I appreciate the fact that the Administration has 
made efforts to improve the use of IT resources. You are doing 
cloud computing and data entry consolidation and other efforts. 
But I would like to understand how the healthcare.gov failed to 
launch successfully and maybe how we can make sure those don’t 
happen in the future. 

We may not always agree on budget policies, and I have raised 
some concerns with your budget request. But I do recognize the 
challenge that you face, and the Committee appreciates your hard 
work and all the hard work that is done by OMB. So we look for-
ward to hearing your testimony. 

Now I would like to turn to Ranking Member, Mr. Serrano. 
Mr. SERRANO. Thank you. And, by the way, I know why it didn’t 

launch the way we wanted. They should have gone to a college 
dorm and gotten a couple of kids, and they would have done it 
right away with no problem. 

Thank you, Mr. Chairman. I also would like to welcome our Di-
rector of OMB. OMB is the Agency in charge of ensuring that our 
government operates in an efficient, fair and responsive manner. 
Your role in developing the budget and managing Agency perform-
ance and coordinating regulatory action places you at the core of 
how our government operates. Because of this, your budget re-
quest, while somewhat small compared to other agencies under our 
jurisdiction, has a wide-ranging impact. Your request for this year 
includes a small increase to help ensure you have the personnel 
needed to meet these various responsibilities. 

It should be noted that the President’s fiscal year 2015 budget 
prepared with your counsel stands in stark contrast to Representa-
tive Ryan’s Republican budget. The Republican budget fails to cre-
ate jobs while slashing critical parts of the Nation’s social safety 
net, such as Medicaid, which is cut $732 billion over 10 years, and 
SNAP, otherwise known as food stamps, which is cut by $125 bil-
lion. On the other hand, the Administration’s budget request cre-
ates a strategic plan that makes investments in the American peo-
ple, their livelihoods and their welfare. I commend OMB for your 
role in these efforts. 

OMB also plays a vital role in coordinating our government’s 
policies with regard to Federal employees, contracting and procure-
ment. Because of the sequester over the past few years, the size of 
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the Federal workforce has shrunk. We must make sure that even 
in tough budget times, we are working to protect those people who 
do such important work on behalf of the American people. And 
when we use contract workers, it is important that we hold those 
contractors to the highest standards of fairness and equality. That 
is why I was heartened by the President’s recent Executive Order 
to raise the minimum wage for all new contracts signed by the Fed-
eral Government and yesterday’s Executive Orders to help elimi-
nate gender-based pay disparities among government contractors. 

I am also interested in your efforts to promote data-driven inno-
vation, DDI, in fiscal year 2015. As the coordinator for DDI activi-
ties, OMB is partnering with leaders in States, localities, founda-
tions and research organizations to help ensure good policy making 
through data-driven analysis. This is important work, and as with 
every Federal Agency, I want to encourage OMB to work with lead-
ers, officials and entities in the Territories as part of these efforts 
as well as in the States, of course. 

OMB’s mission parallels the responsibilities of the Appropria-
tions Committee, examining the effectiveness of Federal programs 
and creating a budget that reflects our Nation’s priorities. I hope 
that we can have an honest conversation about OMB’s challenges 
and what this Subcommittee can do to partner with your agency 
to ensure the successful completion of both of our missions. 

Thank you for your service and for appearing in front of this 
Subcommittee today, and I look forward to a productive discussion. 

Thank you, Mr. Chairman. 
Mr. CRENSHAW. Director Burwell, we will turn it over to you. We 

will make your written statement part of the record. If you could 
limit your oral testimony to about 5 minutes, that would be helpful. 
The floor is yours. 

Ms. BURWELL. Will do. Thank you. 
Mr. Chairman, Ranking Member Serrano and Members of the 

Subcommittee, I want to thank you for the opportunity to present 
the President’s fiscal year 2015 budget for the Office of Manage-
ment and Budget. I want to begin by thanking this Subcommittee 
for all the work on the Consolidated Appropriations Act of 2014, an 
important step to returning to the appropriations process and reg-
ular order. Today I will discuss the President’s fiscal year 2015 
budget request for OMB and our work in the management, budget 
and regulatory spheres, work that this Subcommittee is deeply fa-
miliar with. 

First, through the budget development process, support of the ap-
propriations process and ongoing management and oversight of 
Agency budgets, OMB drives high quality execution of the Nation’s 
fiscal policy and management of critical government functions. 

Secondly, by working with more than 100 Agencies throughout 
the Federal Government, OMB aims to improve overall manage-
ment and deliver impact through improved efficiency, productivity 
and quality of critical government services. For example, we are 
encouraging and expanding strategic sourcing, our effort for the 
Federal Government’s buying power to save on essential purposes. 
These efforts have saved over $300 million since 2010. 

In the regulatory space, OMB’s work protects the health, safety 
and environment of Americans while promoting economic growth, 
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job creation and innovation. The regulations that OMB has re-
viewed over the past 5 years are expected to have an overall value 
of $200 billion annually when implemented. And at the same time, 
the Administration has also focused on streamlining, modernizing 
or repealing regulations on the books that impose unnecessary bur-
dens or costs. 

This regulatory retrospective review, or look-back, has resulted 
in over 500 initiatives that the agencies are pursuing to reduce 
costs, simplify the system and eliminate redundancy and inconsist-
ency with $10 billion in savings already in the near term and more 
to come in the future. 

OMB’s budget request is designed to deliver against these core 
missions while supporting our expanding role in a number of key 
priority areas that the Congress has called on OMB to take on, in-
cluding implementation the Budget Control Act, supporting per-
formance management through the Government Performance and 
Results Modernization Act, ensuring improved financial manage-
ment and transparency and accountability under the Federal Fund-
ing Accountability and Transparency Act, and supporting new con-
tracting spending and security requirements under the National 
Defense Authorization Act. 

As this Committee knows well, even while OMB has taken on a 
number of new functions and responsibilities in recent years, our 
funding and staffing levels have been significantly constrained. As 
a result of sequestration, OMB employees were required to take 8 
furlough days last year. That is the most of any agency in the Fed-
eral Government. The budget request would bring OMB back up to 
staffing levels comparable to 2009, though well below staffing lev-
els of recent years. This is a critical investment with large returns 
in the form of improved program management, budgetary savings, 
smarter regulations, important outcomes that the administration, 
Congress and the American people look to OMB to deliver. 

Thank you for the opportunity to testify today. I look forward to 
continuing to work closely with the Subcommittee on our shared 
priorities for OMB and supporting the Committee’s efforts moving 
forward on the fiscal year 2015 appropriations. I would be pleased 
to answer any questions you have. 

[The information follows:] 
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Mr. CRENSHAW. Thank you very much. 
We will have questions, and I think we will try and observe the 

5-minute rule, so Members can keep that in mind. There is a little 
light that will help the Members to remember the 5-minute rule. 

So let me just make sure you know one of the most important 
things you do is submit the budget for the Federal Government and 
when you submit it late, it makes everything else get behind, and 
we are all trying to get back to regular order, and we are doing a 
pretty good job this year. I just want to be sure you understand 
that it is due the first Monday in February, right? 

Ms. BURWELL. Absolutely, and I respect those deadlines. The 
mid-session review since I became OMB Director we delivered a 
week earlier. In addition to meeting the top line, in order to do the 
work that an Appropriations Committee, we actually needed the 
appropriation level. Seven weeks and one day from the date on 
which we got those numbers, because we received the numbers the 
same day they were posted for Members to see in terms of the vote, 
we put out a budget. 

So we take that very seriously. We wanted to get these numbers 
up as quickly as possible. We took what is a 3 and a half month 
process and did it in 7 weeks. I take deadlines extremely seriously 
and continue to work to meet them. I want to work as part of a 
team to return to regular order. 

Mr. CRENSHAW. Great. And so, next year, we are going to work 
to have them right on time. 

Ms. BURWELL. I am excited to see all appropriations bills deliv-
ered to us on October 1st, and we will be there. 

Mr. CRENSHAW. Great. 
Let me just ask you about your request this year. I know that 

last year, I think there was money to add 40 new staff members. 
I think this year you proposed another 25 in your budget. Maybe 
if that is not right, you can tell me. You are requesting a little bit 
over 4.5 percent increase this year, and I know you have lots of re-
sponsibilities. But other agencies that you oversee when you sub-
mit their budget, some of those programs are cut for different rea-
sons. 

So tell us how you go about, I know you have a lot to do, how 
do you decide what areas in the other parts of government aren’t 
going to be funded as much as last year and how do you decide 
that you need just a little bit more each year? 

Ms. BURWELL. So I know this Committee knows the constraints 
of the 2015 levels and you all understand that while we have some 
of the sequester buyback, it is still a very tight level, and as we 
went through the entire budget process, it was difficult to make the 
tradeoffs and decisions that we made. And I take very seriously 
your point in your opening statement about leading by example 
and want to do that. 

In the case of OMB and the decision that we made in terms of 
the dollars and the amounts, you are correct, we have a $4.2 mil-
lion increase that is a 4.6 percent increase on our budget. From the 
period of 2010 to the present, OMB has had a 9 percent decrease 
in constant dollars in its budget. With regard to our FTEs, that 
translates to 11 percent, because OMB is only people. We don’t 
really have anything else to cut. We don’t do—there aren’t grants. 
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We don’t do a lot of mailings. We don’t do anything. We are people. 
So that is a deeper cut. 

At the same time, during that same time period, CBO has in-
creased by 9 percent. And while the functions are different in 
terms of, as you articulated, we do execution, post-passage of legis-
lation, our colleagues there have seen increases. 

When we think about—I listed some of the things that Congress 
has asked us to do in addition. Since I was here before, take for 
instance GPRA, GPRA modernization. In GPRA, the first Govern-
ment Performance Results Act, what we saw was 18 mentions of 
OMB. In the current one there were 40 mentions of OMB. Right 
now, we have taken the over 2,000 pages that were on different 
Web sites and brought that together in one forum. We have set 
cross-agency priorities. So across the board, the functions that 
OMB has been doing have been continuing to expand. 

In addition as I look and make decisions, OMB went in some of 
the ratings of the Federal employee survey, which I take seriously 
as I try and manage an institution, we went from 3rd to 34th in 
a number of ratings. And I think that is a combination of things 
that have happened over a period of years. And what we want to 
do is make sure we are able to serve and deliver both for the Ad-
ministration and the Congress and the American people. 

Mr. CRENSHAW. Thank you. 
Mr. Serrano. 
Mr. SERRANO. Thank you so much, Mr. Chairman. 
You have been here now almost a year, but you served as Deputy 

Director there during the Clinton administration. Can your give us 
an impression of the agency and its employees and what changes 
you have seen from the time you were there as Deputy Director 
and now in your new role? 

Ms. BURWELL. A couple of changes that I have observed in the 
year, and probably one thing that I didn’t completely recognize as 
I was coming back to take the job, and that is the strain that has 
been put on our career staff. And career staff, as you reflect, that 
is career staff for any administration, Democrat or Republican. And 
that strain in terms of what it has meant to have the hiring 
freezes, the pay freezes, the furloughs that occurred for the team. 
My first day at OMB last year was an alternative furlough day. 
And what all that means at the same time is the uncertainty. 

We like regular order. We like to do the budget on a timetable. 
But if we don’t have the numbers, we are trying to guess, trying 
to scramble. The implementation of sequester last year, all of these 
things have contributed to what I think is an additional strain on 
the organization. 

The other thing that I have seen is, and I think this is a positive 
thing that we should do, and that has been a greater expansion of 
the management responsibilities that have been given by the Con-
gress to OMB. That is an area, which I am sure we are going to 
talk about today, from information technology to the performance 
management, and the idea it is one of the first times in imple-
menting the GPRA modernization that we have cross-agency prior-
ities and Agency priorities that are printed as part of the budget. 
So we get that alignment of goals and money and we start bringing 
those things together. 
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Mr. SERRANO. Now, you have practically answered my second 
question, which was the effect of sequestration and the shutdown, 
and we have been asking all the agencies this and you told us real-
ly. But in your case, or in the case of your agency, our under-
standing is that morale is very low at OMB and that it has been 
for a while, and your agency has rated low in job satisfaction sur-
veys. What do you think accounts for that, and what are you doing 
to fix it? 

Ms. BURWELL. So a number of things—— 
Mr. SERRANO. We have so many different agencies that face so 

many difficulties, and then you wonder why this one is the one that 
gets rated lowest. What is the issue? 

Ms. BURWELL. A couple of different things. One, I think because 
we are all people, any of the cuts, as other agencies have attempted 
to manage during fiscal constraints, they have been able to change 
other things. Other Departments actually have a larger ability, 
whether that is through their grant-making, their conference 
spending has been cut, travel has been cut. OMB does a very lim-
ited amount of that. So the only places we cut are people. 

At the same time, the dramatic uncertainty that occurs. When I 
first started, we thought we would have 10 furlough days. We were 
able to manage it down to 8. But that dramatic uncertainty and 
people not being paid for those days. 

The other thing is handling all of these things. Sequester is a 
very difficult thing to handle and manage Department by Depart-
ment. It has never been done and done in this way, and I am sure 
I am going to get some questions and actually conversations about 
why sequester was applied. Applying something like that, doing all 
the work to help the agencies do it, helping all the agencies during 
shutdown. While they are making the decisions, they consult with 
us in terms of are they breaking the Antideficiency Act. 

The other thing is we will have to weigh all training and develop-
ment. And just like you all going back to your districts, that is how 
you learn what is going on. When we can’t have an examiner go 
and visit at least some semblance of the work, the programmatic 
work they are doing, that inhibits their ability to do their job, and 
that is the type of thing that I think is affecting morale. And that 
is why we have the money for training and development in the 
budget. That is one of the increases you see in our numbers. 

Mr. SERRANO. So the answer to what are you doing to fix it is 
you are trying to get us not to do those things again—— 

Ms. BURWELL. And our budget. 
Mr. SERRANO. That added to it, and having a budget on time. 
You are requesting money funding for a paid summer intern pro-

gram. Could you explain why that is needed, and who those interns 
would be? 

Ms. BURWELL. So the paid intern program is something that I 
think is actually very important to recruiting high quality people. 
In 1985, I was a Lyndon Baines Johnson intern here on the House 
side, Cannon 252, Congressman Nick Joe Rahall. I wouldn’t have 
been able to do the program had I not had some type of pay. I 
worked at the beginning of the summer at another job and at the 
end to make it all work in terms of what I needed to do. 
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These paid internships I think are a very important part of mak-
ing sure that the people that we get in the Federal Government are 
not just people who can afford to not work, be paid for a summer. 
So in my own personal case, I think it is extremely important to 
build the institution and to recruit in a high quality way that is 
actually cost-efficient. This is an important program. 

Mr. SERRANO. Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Graves. 
Mr. GRAVES. Thank you, Mr. Chairman. 
Director, good to see you. I know you and I have had some con-

versations. I think it would help the Committee here, the panel, to 
learn a little bit about the process you are working through, be-
cause I think many Members in the House have struggled with 
some of the decisions that have come forward. And for the panel’s 
sake, in this case, I will be speaking about the Savannah Harbor 
Expansion Project, where it was authorized in 1999, has had bipar-
tisan support in State for that entire period of time. And through 
the budget agreement of last year, it was provided for and then 
even in the Omnibus as well, and then OMB sort of made a deci-
sion to hold until we understand WRDA passes, gets through its 
final stages here. 

So, Director, could you just explain to us your thinking and why 
a hold is in place at this point, why the Corps is not allowed to pro-
ceed until WRDA passes and how that impacts other projects, be-
cause I know there is a tremendous backlog? There is a lot you are 
dealing with, and I want to commend you on what you are trying 
to do to bring fiscal responsibility to this place. So if you don’t 
mind, I would appreciate that. 

Ms. BURWELL. I would be happy to. I would be happy to. I first 
want to say the Savannah project is a great one. It is an important 
one economically from a macroeconomic perspective for the Nation. 
It is important for the region itself. It is something that we support 
and are excited to see come to fruition. 

The issue in terms of where we are in the process for this project 
actually has to do with the basics of fiscal responsibility, and it has 
to do with the fact that when projects have been a certain period 
of time and have certain cost increases, and often that occurs be-
cause it has been a while since the original authorization, that you 
see cost increases occur in these projects. 

When that occurs, we believe that the Congress needs to speak 
again in terms of authorization, and that is why we believe this 
project needs to go to WRDA, go through and be passed as part of 
what you all choose. This is a place where we work with the Con-
gress, both in terms of the priorities and the fiscal responsibility. 
And so I am clear about that. 

The backlog in Army Corps projects is $60 billion. That is how 
much we already have approved in starts and everything going. 
While this is a terrific project, if one makes the exception that this 
does not have to have the reauthorization, there are many other 
projects, and I think some of you may know them that have very, 
very high percentage increases in costs, and without some mecha-
nism of control, the issues of fiscal responsibility. 
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So this is very tough because this is, as I have said, a very wor-
thy effort. But in trying to maintain some control, this is why we 
have made the judgments we have made. We are excited to see 
WRDA passed. We are working hard, as you and I have discussed, 
to try and figure out, are there ways to speed once that happens? 
But we do believe we need to work with the Congress on the ques-
tion of starts and controlling Army Corps spending. And it is a 
very, very difficult thing because these things are important in peo-
ple’s States and districts, and we recognize that. 

Mr. GRAVES. Thank you. 
And if you could maybe expand upon that, too, just to help us 

understand how we as a Congress, as a House, need to be thinking 
and processing. Assuming there is a project where expenses have 
gone up, no fault of their own, it has just been time, maybe it is 
various reports, requirements that Congress has imposed on it as 
well. 

At what point should reauthorization be sought? And I am 
speaking for any project out there, should Members be mindful of. 
I think that would be helpful to know that so that we are all look-
ing ahead and preparing. Because I imagine some of these that you 
mentioned in the backlog are probably quite old, probably date pre- 
1999, I would imagine. 

Ms. BURWELL. So, with regard, I think the Army Corps has a set 
formula actually that determines when a project meets that stand-
ard and needs reauthorization. 

I think one of the things that is also helpful is because the au-
thorization process and the appropriations process of things are not 
always completely aligned, the question of the information that I 
just shared in terms of the backlog isn’t always presented as you 
are doing authorizations. And I think it is important to connect the 
two as it will be very important and many great things are going 
to be done hopefully in WRDA. But making sure that everyone is 
actually clear that what you are actually voting on is a certain 
amount of spending is the other thing that I think is a helpful part 
of the process, because otherwise, it doesn’t happen until the back 
end that it all gets added up. So I think that is important. And the 
Army Corps has a set number that when these projects need to be 
reauthorized. 

Mr. GRAVES. Thank you for your support of the project. You have 
been very supportive. I know the President has been, the Vice 
President as well, and our Georgia delegation entirely. And you are 
right, it is regional. It is not about Georgia, quite frankly. It is re-
gional. Assuming WRDA does pass, as it is written currently and 
from the House and the Senate perspective, what should the Corps 
expect next from OMB? A direction to move forward? 

Ms. BURWELL. The Corps’ processes are what happens is also re-
lated to the guidance we receive from the Congress with regard to 
new starts in fiscal year 2014. So at the next stage, what we will 
have to do is review how the new start language that we were 
given as part of the fiscal year 2014 appropriation process interacts 
with the approval and authorization in WRDA, and we will look to 
find ways to work with the Congress on that issue. But that will 
be a constraint that we may face. 

Mr. GRAVES. Thank you. 
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Mr. CRENSHAW. Thank you. 
Mr. Quigley. 
Mr. QUIGLEY. Thank you, Mr. Chairman. 
Director, thank you for your service. I know OMB works very 

hard on transparency issues, but I want to talk about an aspect 
that perhaps we can all improve, that we can do better on, the lob-
byist reporting with OIRA. GAO’s recent testimony and some re-
ports talked about how some of the lobbyists disclosure issues could 
be improved upon by OIRA. Have you contemplated this, or is 
there action taking place right now within OIRA to your knowl-
edge? 

Ms. BURWELL. With regard to the transparency issue, we always 
do believe we can do better. Right now in terms of what currently 
occurs is any time a rule is within OIRA and there is any meeting 
or contact, that meeting is publicly recorded, the attendees at that 
meeting are publicly recorded, and if there is any paper delivered 
as part of that process in terms of stating a position, that becomes 
a part of the public record. So in an effort to try to make those 
things public, that is our effort today. 

Mr. QUIGLEY. But are you aware of the GAO testimony recently 
and some of their reports analyzing perhaps some shortcomings, as 
they describe them, of OIRA’s reporting along the lobbyist report-
ing lines? 

Ms. BURWELL. I have not seen the specifics of shortcomings with 
regard to lobbyist reporting, so I am not familiar with the specific 
issue that GAO has raised. 

Mr. QUIGLEY. We will pass that along and if you could take a 
look at that and get back to the Committee, we would appreciate 
it. 

Ms. BURWELL. I would be happy to. 
Mr. QUIGLEY. The other aspects of transparency, you have a lot 

of data on the central Web site now and you have made extraor-
dinary efforts making this all accessible. But some of the budget 
summaries and numbers, why we need this part of budgets, is still 
scattered across a number of government Web sites. These jus-
tifications are not always available in, as a term of art, searchable 
sortable formats. Many are in formats, such as PDF, that are hard 
for third parties to easily pull the data information out of that. 

So are you aware of this issue, and what is OMB doing to try 
to make one location, one place, a usable format for all of this infor-
mation? 

Ms. BURWELL. So I think the question of CJas, or congressional 
justification to Appropriations Committees, has been an evolution-
ary process, and some of that transparency has increased in terms 
of even getting things up on the Agency Web sites in terms of how 
they do it. One of the things is that each Subcommittee, actually 
each Department works with their own Appropriations Committee, 
and part of the standardization has to do with different committees 
have different demands in terms of what they believe will help 
them do the job. 

So as we think it through this process, I think what we need to 
do is understand, what are the needs of the committees, and how 
can we meet those? And are the committees in a place where they 
are willing to agree on a standardized process or approach, and 
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how we can think about doing some of that standardization to get 
to what you are suggesting in terms of something that could be 
overall? 

So it is an issue that I think we need to work closely with the 
Congress, because in its initial form, the congressional justifica-
tions are about serving the Appropriations Committee. I think that 
should be something that is, you know, it is publicly posted on 
many of the agencies’ Web sites, but we need to think through if 
there can be further standardization. 

Mr. QUIGLEY. So how much of the issue is the disparate type of 
information you are getting, or the fact that you are working with 
different Subcommittees? 

Ms. BURWELL. It would be both because we do not tell the agen-
cies, here is how you do your—we would work the agencies on their 
congressional justification, but at the programmatic level, they are 
much closer to it and they do it. I think they tend to want to work 
very closely with their committees so that they are providing the 
accurate information. So it is a combination of both things, the 
need that different Departments are producing different informa-
tion, but it is also that they are working with different committees. 

Mr. QUIGLEY. Mr. Chairman, I look forward to working with the 
Committee on this and the full Committee as a whole with the Ad-
ministration on this. 

Thank you so much. 
I yield back. 
Mr. CRENSHAW. Thank you. 
Mr. Diaz-Balart. 
Mr. DIAZ-BALART. Mr. Chairman, thank you very much. 
First, again, thank you again for being here, and I must say on 

a personal level, Mr. Speaker—Mr. Chairman. I keep promoting 
you, which is a good thing. 

Mr. SERRANO. Don’t start a rumor here. 
Mr. DIAZ-BALART. Right. Exactly. 
Let me start this all over again. Mr. Speaker, President and 

Chairman. 
Again, on a personal note, it is an Administration that even the 

press has dubbed as one of the most closed. I will tell you, you have 
been very accessible, and I think that is very important; it is help-
ful. So I want to first thank you for that. I think that leads to good 
working environments. So, again, I just want to bring that out here 
publicly. 

Ms. BURWELL. Thank you. 
Mr. DIAZ-BALART. Thank you for that. I don’t want to—the 

Chairman has already talked about some specific issues. Let me 
talk about more of the budget recommendation. At a time when, ac-
cording to the CBO, revenue collection will exceed its 40-year aver-
age level, which is a good thing obviously—that is a good sign—but 
yet the Administration is still proposing some revenue increases, 
i.e., you know, revenue, tax, whatever you want to call it, revenue 
increases. 

And the question is—and in the conversation that you and I had, 
we talked about a little bit I think one of the disappointments, and 
I think we had a very positive conversation, is the fact that we 
don’t see the Administration really tackling, leading on tackling 
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really the driver of our debt, which is the mandatory portion of the 
budget. So even though the revenues are going to be at a record 
level and even though you have revenue increases in the Presi-
dent’s—the President has revenue increases, my understanding is 
that it doesn’t balance for at least a long, long time, and I don’t 
know if it ever balances. 

So the question is this: After 10 years, if we were to embark on 
that budget, what would be the actual debt held by the public and 
also how about the unfunded liabilities? When you look at manda-
tory, actually, do you have those numbers? If you don’t have them 
now, I would suspect you have those on the top of your head. 

Ms. BURWELL. Some of those. Let’s start with the publicly held 
debt to GDP ratio. Currently, the number is about 74 percent, and 
in our budgets, by the end of the cycle, you get a decline, a stabi-
lizing and declining debt to GDP ratio, and our numbers show it 
to be 69. So you do see what is a declining debt to GDP ratio. And 
I do think that is a very important point because I am fortunate 
to have had the opportunity to actually work on balanced budgets. 

When I was at OMB before, I have worked on three of the four 
balanced budgets that we as a country have had in decades, so it 
is something, obviously, I think can be important. But I think the 
broader fiscal picture, a balanced budget is one piece of the picture 
and can be a measure and a tool, but I think what is more what 
I focus on more is the debt to GDP. But what is most important 
is economic growth and jobs and opportunity. And I think what we 
hope is that the budget that we have created is a budget that puts 
us on the right trajectory for now. 

So, right now, and I think even in the Chairman’s remarks, the 
idea of further discretionary change right now is contractionary 
and can harm our growth, both in the short and the long term, 
with things like investments and infrastructure. 

Then the question is how one goes about handling those long- 
term entitlement issues that you just raised. And when you look 
at the drivers of those long-term entitlement issues, they are basi-
cally twofold. The first one is the issue of health care costs, and the 
second one is our demographics as a Nation. 

And then you come to how you address. And in our budget, what 
we try to do is build on what is already built in, which is the Con-
gressional Budget Office, since the Affordable Care Act was passed 
in 2010, its 2014 through 2020 numbers, which was the window 
they had at that time, has a $900 billion decrease in health care 
costs. And while all that is not attributable to the Affordable Care 
Act, there are other structural changes that cause that, we start 
to see that declining. We see controlling health care cost numbers. 
And then we have an additional $400 billion in health care savings 
that is in our budget. 

In addition, we believe that the issue, when you start thinking 
about those demographic issues, that is part of why immigration is 
so important, because when the Congressional Budget Office went 
to look at that, the questions of increasing the labor force was a 
very important part of what contributed to the economic health. 

So that is how we put together the pieces. The issue of revenue, 
we believe that even with the cuts, and it is $5.3 trillion over the 
period, that is how much there is in cuts and spending and deficit 
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reduction if you look at our budget from the 2011 period. But two- 
to-one is the ratio of cuts to revenue in that, and we just believe 
you can’t get the numbers to work without some of these revenue 
changes. 

Mr. DIAZ-BALART. I am out of time. 
Thank you, Mr. Chairman. 
Mr. CRENSHAW. Thank you. 
Mr. Womack. 
Mr. WOMACK. Thank you, Mr. Chairman. 
And Ms. Burwell, it is great to see you again. I want to associate 

myself with the remarks of my colleague Mr. Diaz-Balart, who 
talked about your openness and your willingness to be a dance 
partner with us. We have been going stag to this dance for quite 
some time now, and it is really, really good to have the relationship 
that we have with you. 

But as a matter of disclosure, it should be noted that she was 
once a constituent of mine, so I would expect that out of her. 

I have said this in a number of hearings, that when you look at 
the Federal Government in the totality of the Federal Government, 
there are a lot of inefficiencies. I mean, we just see them all the 
time. This government just is terribly inefficient in a lot of ways 
and has been under lots of different Presidents, in my strong opin-
ion. 

Before you came to OMB, you were the president of the Wal- 
Mart Foundation. Now, there is a difference between the founda-
tion and the company itself, but the cultures are very similar. And 
you know what the culture is there. It is very efficient, among the 
most efficient, which would explain why it is the biggest company 
in revenues in the world between, well, one day to the next, but 
with another big company. 

Is there not a way that this Federal Government can do a better 
job of asking the private sector, the Wal-Marts of the world, who 
are experts at creating efficiency, how could we do a better job of 
asking our private sector companies to help us through these proc-
esses? 

Ms. BURWELL. So I think in the management efforts and the 
management agenda that I mention in my written testimony, turn-
ing to some of these private sector practices is exactly what we 
should and need to do. For instance, in the area of shared services 
and the idea that what we should do is you find a place that does 
it best in the government and most efficiently, and then you have 
them do it. So certain financial functions, HUD is actually going 
to turn to Treasury because they are more efficient and more effec-
tive. 

So that is one of the things that the private sector does and that 
I had the opportunity to see when I worked at a place that believed 
in EDLP and EDLC, every day low cost and every day low price, 
and those two things come together as you think about it. 

Another specific example that I believe we can do more and more 
of is strategic sourcing. So the question of making sure that the 
pencil that is bought or the pen that is bought at the Department 
of Agriculture, if that is the lowest cost value, then at the Depart-
ment of Veterans Affairs, they should be getting that deal, too. So 
strategic sourcing, where you look across the Federal Government. 

VerDate Mar 15 2010 01:45 Jun 20, 2014 Jkt 088192 PO 00000 Frm 00207 Fmt 6601 Sfmt 6601 E:\HR\OC\A192P2.XXX A192P2sm
ar

tin
ez

 o
n 

D
S

K
4T

P
T

V
N

P
R

O
D

 w
ith

 H
E

A
R

IN
G



208 

And we have already started saving money by doing that. But 
those are two very specific examples. And I think there are any 
number of others. And what we need to do is take those practices 
and move them as much as we can into the Federal Government. 

Mr. WOMACK. You have already mentioned in your testimony 
that you were a Deputy Director of OMB when there were balanced 
budgets under the Clinton Administration, and I give you credit for 
that. I am sure there were times that you thought, you know what, 
I am just the Deputy Director. If I was Director, by golly, this is 
what I would do. 

So here is your softball question. Now that you are the Director, 
having experience in balancing the budget, how can you take that 
experience now as Director and help this Administration get to bal-
ance again? 

Ms. BURWELL. I think there are a couple of things, and they have 
been touched on in a number of different places. I think one point 
actually is relationship, and that is getting us to the point where 
we all have enough relationships, and I think that is what got us 
to the place where we have deals and pieces of things. We are not 
all going to get everything we want, but if we can, build that. So 
that is one of the reasons in the role and the outreach that I do 
is because I think that is an important part. 

The other thing that I think is an important thing now that I am 
Director and want to do and think is important is focusing on the 
M, the management. And while as Director of OMB I think, you 
know, I love the budget side, I love the appropriations process, I 
think it is extremely important; I also think it has to be integrated 
with the management. As you can hear through these specific ex-
amples, I spend a lot of time on the M because I think that is a 
place where we make government more efficient and effective in 
terms of what we deliver for the American people. 

The last thing, in terms of what I believe, is building a strong 
institution. Because as you can hear in the question we just dis-
cussed, it is a very tough policy issue on a thing like Savannah, 
which I think is terrific, but trying to keep some semblance of fiscal 
responsibility. So building strong teams, teams that are great ana-
lytically and that can support you in kind of showing you the 
issues to help you make decisions that are tough. 

Mr. WOMACK. I want to thank you again for the openness you 
bring to the table, the fact that you are willing to have a dialogue 
with us. I congratulate you for that and look forward to our future 
dialogues. Thank you so much. 

Mr. CRENSHAW. Thank you. 
Ms. Herrera Beutler. 
Ms. HERRERA BEUTLER. Thank you, Mr. Chairman. 
And thank you, Ms. Burwell, for reaching out. I know we weren’t 

able to connect, but I really appreciate your efforts. 
I wanted to bring up the Army Corps in a little different angle 

than was previously brought up. The Administration did voice their 
support for infrastructure in boosting U.S. Exports, Washington 
State being a very trade dependent State and we have a lot of ports 
and aging infrastructure in our region. But the President’s fiscal 
year 2015 request didn’t actually—it actually reduced funding for 
the Corps by about a billion under the 2014 enacted levels. And 
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when I think about our jetties and other things, it is the equivalent 
of seven Katrinas a year hit the jetties at the mouth of the Colum-
bia River. That is quite a beating they take. As you can imagine, 
they are crumbling, and it is incredibly important to the fourth 
largest inland waterway system that transports $1 billion worth of 
agricultural products down and out. 

One way we can address this is Congress needs to step up and 
put money here. I believe in that. Another way we can address this 
is we can fully spend the Harbor Maintenance Trust Fund, and 
that is something that you all have more input into. And I wanted 
to see if you could explain why the Administration hasn’t nec-
essarily addressed some of the local and critical infrastructure 
needs for our ports and our waterways. 

I am mostly interested in small ports and maintenance. We have 
spent a lot of money in deepening the Columbia River channel. 
Now the silt is pouring into the ports along the way. So we don’t 
want those last 20 years of work to be for naught. I was hoping 
you could speak to that. 

Ms. BURWELL. So a couple of things. One is in the infrastructure 
space, and I think infrastructure is broadly defined, and that is 
from ports to our roads to our critical infrastructure with regard 
to airports, next generation airports, to making sure that there is 
funding actually for veterans hospitals in terms of that core infra-
structure. Across the board, in the budget, we have put funding in 
for those things. In addition, with regard to the roads and that part 
of infrastructure that is more Department of Transportation re-
lated, we have said we would use the one time revenues from 
changes in corporate taxation to do that, to see if we can find a 
place where we can come together. 

Ms. HERRERA BEUTLER. I apologize. I am specifically speaking of 
the Harbor Maintenance Trust Fund, fully utilizing the trust fund. 

Ms. BURWELL. With regard to the question of how exactly the 
ports and those decisions on a port-by-port basis are made, those 
are made by the Army Corps, generally speaking, and they use a 
set of criteria. So the Army Corps generally makes the decisions 
with regard to which ports are funded, and they do that on a basis 
that has to do with tonnage coming through and a number of other 
criteria. 

Ms. HERRERA BEUTLER. Absolutely. I guess from your perspec-
tive, maybe speak to the difference between the billion dollar cut 
in the President’s budget for the Corps. 

Ms. BURWELL. With regard to that, there were difficult choices, 
as was reflected in the opening statement of the Chairman, and we 
did have to make difficult choices. And in making those choices, 
that was a place where we had to make the choices that we made. 
What we have done though is emphasized the importance of ports 
within that context, though. So there is the question of the overall 
Army Corps funding. 

Ms. HERRERA BEUTLER. And you are familiar with the Harbor 
Maintenance Trust Fund and how it is not getting fully spent? 

Ms. BURWELL. The question of it not getting fully spent is the 
part that I am happy to get back to you on. In terms of the ques-
tion of it not getting fully spent is something that would be an 
issue. 
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Ms. HERRERA BEUTLER. Perhaps it would be an area where we 
can look at, and I urge you to see if there are more ways to fully 
spend the money. It is taxed basically for people who use the ports, 
and they are begging us to use that money then for maintenance, 
recognizing the backlog we have everywhere else. And that is some-
thing that perhaps you can be helpful with. 

Ms. BURWELL. I would be happy to. I think probably because of 
the inflow doesn’t occur through the process. So I will follow up. 

Ms. HERRERA BEUTLER. Can I bring up another? So flooding and 
flood risk management specifically in Lewis County in my district, 
they have had an authorization and years of Army Corps look and 
study and so on and so forth. It is I–5. It is this area around I– 
5 in Lewis, so it is between Vancouver and Seattle. Did you live 
on the west side of the State? You probably did. 

Ms. BURWELL. Yes, I lived—I was in Seattle, so, yes. I have driv-
en down to go to Portland, so I think I am on the road right now 
that you are talking about in my mind. 

Ms. HERRERA BEUTLER. Exactly. We are hoping moving forward, 
and we will provide you with more information, we are working 
with the Corps, that OMB and the President will provide a nod to 
this in his budget next go-around. It is an issue that the Corps has 
committed to helping with, but we have had a lot of bumps along 
the road. 

The budget—the Governor has convened a group in that area to 
put together the proposals that they want and need that will both 
protect I–5 and protect the region from flooding risk, and it is 
something we are going to need help from your office in promoting 
in the fiscal year 2016 budget. So I guess I will just leave you with 
that. 

Ms. BURWELL. Thank you. And I look forward to getting some 
more information about that specific that would be helpful. 

Mr. CRENSHAW. Thank you. 
Ms. Kaptur. 
Ms. KAPTUR. Yes. Thank you, so much, Mr. Chairman. 
I am sorry I had conflicts and couldn’t be here for the formal tes-

timony. But I welcome Director Burwell here today. Thank you for 
your service to our country now and in former years as well. 

In that regard, I wanted to ask you in terms of your budget re-
quest this year, if you were to compare the size of the Federal 
budget today and our population as a country to the earlier period 
in which you served and you look at the staffing levels of OMB 
today, what observation did you make when you arrived back? 

Ms. BURWELL. So we talked a little bit about it, but in specific 
terms, when I was at OMB before we had 516 people, and that was 
with the fewer responsibilities. And we have discussed some of 
those that the Congress has asked that I think are important, be-
cause many of them are about management, program management, 
actually direct management of the government and that sort of 
thing, I think they are important responsibilities. But the number 
has gone from 516 down to we have been in the 450–460 range. 
And both in 2014 and why we are asking for the request in 2015 
is to try and bring us back part of the way, certainly not to the 
numbers that we saw in that time. 

VerDate Mar 15 2010 01:45 Jun 20, 2014 Jkt 088192 PO 00000 Frm 00210 Fmt 6601 Sfmt 6601 E:\HR\OC\A192P2.XXX A192P2sm
ar

tin
ez

 o
n 

D
S

K
4T

P
T

V
N

P
R

O
D

 w
ith

 H
E

A
R

IN
G



211 

But in terms of this question of the size of the government and 
the size of different things, as one thinks about the percentage of 
GDP that our discretionary spending represents, if we are at the 
2016 sequester levels, it will be the lowest that we have seen since 
basically it was recorded, which is the end of the Eisenhower Ad-
ministration in terms of that spending as a percentage of GDP, to 
give you some levels of comparison. 

Ms. KAPTUR. Thank you. Thank you for placing that on the 
record. 

Let me ask you, one of the biggest issues that we have been fac-
ing with the Department of Defense and the Department of Vet-
erans Affairs is the electronic records sharing issue. Whatever you 
can do to dislodge the stalemate will be most appreciated. OMB 
seems to have a way, an ability, an uncanny ability to make things 
happen. 

This has been—everyone on the DOD committees, everybody on 
the VA committees up here, is completely frustrated, especially 
with the Department of Defense. I say why don’t we just hire the 
Department of Veterans Affairs? Let them take care of it. But 
somehow we have got to get these records seamless, and we are 
having real difficulty doing that. So for the electronic medical 
records and their symmetry, we would hope that OMB might be 
able to help us out. 

Ms. BURWELL. Information technology is a space that I think you 
see in our budget that we are asking for additional funds. To give 
you a sense of the numbers, the Federal Government spends $78 
billion on IT on an annual basis, and we are asking, it would be 
$20 million for us to do that oversight and management. I hear the 
frustration with this issue. It is something that we will engage 
with and are engaged with. 

Ms. KAPTUR. Thank you. 
We notice that the agencies seem to be spending less on IT now 

than at the beginning of the Administration. Can you tell us more 
about how OMB is working to improve government programs and 
operations to maximize the government’s return on its technology 
investments? 

Ms. BURWELL. Yes. Thanks to this Committee and the Congress, 
there were funds that were put in to do IT oversight. As part of 
that effort, in terms of that IT work, much of that work at this 
point has saved $2.1 billion, and it comes in a number of different 
forms. It comes in data consolidation—consolidation of data centers 
so we have fewer of those. It comes in the form of reviewing 
projects that go and have problems and that we get in and try and 
create further savings. 

So that is a report we do on a regular basis to the Congress, and 
we have seen that savings and we are appreciative, and that is 
part of why we are asking for funding. Because while we have been 
able to do very well on efficiency, better costs, clearly, October 
shows us we weren’t very good on effectiveness, and that is the 
next frontier that we think we want to work on at OMB. 

Ms. KAPTUR. Thank you. 
Finally, I just wanted to make the observation and recommenda-

tion that some of your budget examiners take a look at, especially 
the policy examiners, take a look at the different Federal Depart-
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ments and ways in which revenue that they recover, whether it is 
asset recovery on the drug side, whether it is IRS agents working 
very hard to collect taxes, whether it is the FBI or an Inspector 
General doing something that brings revenue back. Right now 
what happens is they don’t get any reward. It all goes back to the 
general fund. The Agency, the Department doesn’t get rewarded, 
and the individual doesn’t get rewarded. I am saying, what is the 
incentive? 

So if there is anyway through the channels that you operate in 
you can offer performance credit to those who are actually doing an 
exceptional job of recovery, I think that would be a very construc-
tive way in which to move. You probably have your own organiza-
tions you have to work with that are out there on the executive 
side. But it just seems to me that we are missing the boat here in 
not rewarding outstanding performance. If a team does something 
really extraordinary, it seems to me we can’t knock at Wall Street’s 
door hard enough. And if there is a team over at FBI that does a 
really good job, by golly, we ought to incentivize them to do more. 
Thank you very much for your testimony. 

Ms. BURWELL. Thank you. 
Mr. CRENSHAW. Mr. Yoder. 
Mr. YODER. Thank you, Mr. Chairman. 
Director Burwell, thank you for joining us today. I appreciate 

your dialogue and openness, as others have remarked. I want to 
discuss some of the comments that my colleague Mr. Diaz-Balart 
brought up regarding the deficit and the national debt. It is $17 
trillion. It has gotten to a point where many Americans, it is even 
hard to understand what that means to our future, what 
compounding debt and interest means going forward as we con-
tinue to pay off the excess of previous Congresses, and then we con-
tinue to overspend every Congress following. 

Budgets are submitted from the Administration. They don’t real-
ly have an end point where the budget would balance, much less 
ever pay off the debt. So I think a lot of Americans just ask us if 
we are going to borrow money that we have to have a plan on how 
we are going to pay it back. It seems pretty simple. We have to do 
that in our personal lives. Government should have to do that. 

It seems to set a really bad precedent for our country that this 
town and this culture has sort of become indifferent to this. Since 
it has always been it, it is sort of part of the culture. And I know 
you have experience working when we had some balanced budgets. 
I think in the last 50 years, the budget has been balanced maybe 
six times. 

So both parties got us in this mess. So rather than maybe point 
the finger at one party, let’s say that this town, both parties have 
been irresponsible with tax dollars in at least balancing our budg-
ets. 

But there is precedent for the two parties working together to 
solve these problems, and you were part of several years in a row 
where you had a Republican House and Senate and a Democratic 
Administration and they found a way to put together a balanced 
budget. And we had some good revenue coming in; there were some 
unique circumstances. But at least it is a shining light in the dark-
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ness maybe of how we can get to some solutions in this town. So 
I am eager to work with you on how we get there. 

Mr. Diaz-Balart sort of questioned what our debt looks like going 
forward. I have seen estimates by the CBO that we may borrow an-
other $8 trillion over the next decade. I can’t find a constituent 
that wants to see us do that. So when we have an entire set of con-
stituents in every one of our districts that says that is an unaccept-
able outcome, yet that is the path we are headed down. We have 
$3 trillion in new tax revenue coming into this Congress, to this 
town over the next 10 years from a variety of tax increases that 
have occurred, yet we always get back to more revenue, more rev-
enue, more tax increases, more tax increases. And Mr. Diaz-Balart 
was heading down this path. 

You talked about growth as being a key part of this solution, and 
I think we would all agree that a rising tide that lifts all boats 
helps this country, brings in revenue. But we can’t increase spend-
ing with that. So we need lids on spending so that when revenue 
comes in, we know that we can reduce the debt as part of that. 

But I guess I am more interested in your long-term solutions. I 
think we can debate about what to do this year. But as we ignore 
the long-term problems, they get worse and worse. And I noted 
that the Social Security trustees, the Treasury Secretary, Kathleen 
Sebelius and others who are on this say lawmakers should address 
the financial challenges facing Social Security and Medicare as 
soon as possible. Taking action sooner than later will leave more 
options and more time available to phase in changes so the public 
has adequate time to prepare. 

I note that in 1962, we spent 14 percent of our budget on entitle-
ments. Today we spend 47 percent of our budget on entitlements. 
In 2030, we are expected to spend 61 percent on entitlements. So 
not only is that an unsustainable amount of revenue, we couldn’t 
bring in enough tax dollars to sustain that, it also crowds out edu-
cation spending, research spending cancer research, transportation 
spending, things that are important to both sides of the aisle. 

I note the President has a responsibility and I think the statute 
says if there is a Medicare funding warning made in a year, the 
President shall submit to Congress within the 15-day period, begin-
ning on the date of the budget submission to Congress under sub-
section A for the preceding year, proposed legislation to respond to 
such warning. 

Has there been a warning? Has the President responded to that? 
And if you agree that short-term—that there is sort of an under-
standing that short-term reductions is one topic, what are our long- 
term solutions? How do we fix this problem, particularly when it 
comes to entitlements? 

Ms. BURWELL. So the entitlement issue, I think, is the one that 
we need to focus on and we have discussed a bit. I think the real 
question, though, is how one goes about addressing that entitle-
ment problem. It is a problem. We want the deficits to come down, 
but what are the alternative choices, and what paths do you put 
things on? You are absolutely right. 

I have had the opportunity to actually work. We created a Social 
Security lockbox so that those moneys would not be spent. That 
was in the last forum when we got to balance so that that money 
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actually went to deficit reduction, but it extended the life of the 
trusts, you know, to your point about those things. 

So I think the real question is what path we agree on that down-
ward trajectory of spending in the entitlement space, and I know 
there have been many criticisms of the Administration with regard 
to our Medicare Advantage changes in terms of Medicare changes. 
When we look at what we see in the proposal of the Ryan budget, 
it is about the specifics in the space, and what we believe is we put 
forward specifics that take us on that right trajectory. 

We need to also continue to do the steps that promote overall 
cost containment. We have seen healthcare costs slow. That is im-
portant for the Federal Government and the deficit, but it is also 
important for the private sector. 

So I think the question is, what do you want as the slope of that 
line of decline on entitlements, and what are you willing to do to 
do it? And I think we were hopeful last year the Administration 
put forward in its budget actually a deal, which was a very un-
usual budget construct. It embedded what people refer to as the 
Boehner deal. That isn’t what got us there. Clearly we weren’t able 
to do that in terms of all of us coming together in a bipartisan fash-
ion. 

What we are hopeful this year is that our expression of the vision 
of what we think is the right way, that we can end up this is how 
we believe we should do it, and here are the specifics of how we 
do it. If there are conversations that others want to have, we wel-
come them about better ways than we have and what we have pro-
posed. But we believe we have the right slope and the right slope 
for economic growth, because while I think that many Americans 
are definitely interested in these issues of can you balance, how do 
you spend, I have had to tighten my belt over the last years in 
terms of the difficult economic situation, I think they are also inter-
ested in jobs and growth, and figuring out what tools we use to 
make sure that we are continuing on that trajectory is an impor-
tant part of fitting all the pieces together. 

Mr. CRENSHAW. Thank you. 
We have got time for a couple more questions. I would like to 

start that by asking two questions. One is about we talked about 
IT, information technology, and as you know, in 2012 this Sub-
committee started appropriating money to OMB to oversee and re-
form some of the information technology, and I think most people 
would say there have been a lot of good things that have happened. 
And when you mentioned $78 billion spent on IT, I think at one 
time it might have been 80 billion—— 

Ms. BURWELL. Eighty. 
Mr. CRENSHAW [continuing]. So there has been some savings, 

and that is all well and good. 
I guess the question becomes when you look at the rollout of the 

healthcare.gov that you hopefully were overseeing, and you would 
have to say it didn’t work out all that well, was that something 
that you were kind of trying to oversee, because it was trying to 
coordinate a lot of different agencies, together? Do you know what 
happened, learn any lessons about—as you look ahead to see how 
you can coordinate all the IT, were there some lessons learned 
there? 
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Ms. BURWELL. So one of the things that I think did work is the 
portfolio stat process is a process that came of this funding, and it 
was a part of the IT process, which is a process of when you see 
a problem, how you put in a SWAT team to solve, and that part 
in terms of the problem occurred, the team goes in, a team of high-
ly specialized individuals, to work in a focused and concentrated 
way to get the site to the place where it is functioning. 

In terms of some of the things that we have learned and that we 
are going to act upon—— 

Mr. CRENSHAW. Did the SWAT team step in on this one or step 
in too late? 

Ms. BURWELL. At the point at which we knew something was 
wrong, and that obviously is after October 1 when we all knew 
something was wrong. 

With regard to some of the lessons learned as you review this, 
and these are things that we are focused on, and that is what the 
money in the budget is about, one of the things that wasn’t work-
ing well is the business owner and the IT owner. And this happens 
in the private sector as well. People go—IT people fix it, and the 
business owner doesn’t engage. The two have to engage together. 
So it is not just usually an IT problem, it is also about, how is it 
going to work? How should it work for the customer and that the 
business owner understands better? So getting a closer connection 
between the IT people and the business ownership, issue one. 

Issue two—— 
Mr. CRENSHAW. But that is not a money issue, is it? 
Ms. BURWELL. No. Some of these are management issues. But 

the way in which you get it to happen, and that is what this money 
is for, is to create a team of best practices. We don’t want to create 
this all over the government. We believe there should be a central-
ized place with the skills and best practices that then apply to dif-
ferent places in the government. So you don’t create it all over the 
government, but these people are the people that help you do three 
things. 

The other thing is historically, and this has to do with procure-
ment in the Federal Government, we have kind of done a waterfall 
approach instead of a more iterative approach, which is important 
to IT, because in IT you need to take shorter bites. Things change. 
You need to test and try, test and try and redo. We weren’t doing 
enough of that. 

The last thing is end-to-end accountability, from point A to point 
B. 

And those are three things that we want to work on, and the 
ways we want to do it are we want to focus on best people working 
on IT, best partners, because sometimes it is about the partner, 
and that is often, not always, but sometimes private sector. And 
then the third element is best procedures. 

There are complexities in the system that sometimes make it 
hard to get number two and number one, because some people 
don’t want to come and work because they are like you don’t do 
this in an iterative fashion, you do it in a waterfall, and I as an 
IT person am not used to doing that. Or trying to get the best com-
panies, it is too hard. 
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And so just a week ago, GSA started something called FBO 
Open. What it is is a process where we can better source, and peo-
ple can gain information. They can open the PDFs—to Mr. 
Quigley’s conversation about search, you can open the PDFs, and 
so people who are high-tech firms who want to see if there are con-
tracts they might want to do, they are able to search that better, 
so we may be able to track better players. 

And so there are a number of things that we need to do across 
the board to do that in terms of the problems identified and the 
key goals we are going to work against. 

Mr. CRENSHAW. Sounds like a lot of those are management, and 
I know you have asked for an extra $12 million to be added to the 
$8 million. That is $20 million. That is a pretty big increase. 

Ms. BURWELL. It is people. 
Mr. CRENSHAW. A lot of times when you talk about IT, when you 

say $80 billion or $78 billion, people go crazy, because every agency 
says, if you just give me some more money for IT, then everything 
will be working right, and it doesn’t always seem to do that. So we 
will look at that funding request, but I appreciate the fact that you 
are looking at the way people operate, and their efficiencies, and 
the way they manage their time and energy and things like that, 
because I think that is part of the problem as well. 

Ms. BURWELL. Right. And part of that is, I think, having the peo-
ple to go in and do the examinations at the front end. What has 
happened with the IT money we have gotten, it is, you know, about 
consolidations, data center consolidations, a number of things that 
are important, or coming in at the problem like we did in October, 
and in portfolios we tended to do that. You can save a lot of money 
that way, and we do that, but I think we can do a much better job 
both with efficiency, better spending of the taxpayer dollars, but 
also effectiveness. One of the things we need to do is make sure 
that these technologies deliver for the customer. That customer-fac-
ing element, whether it is a private-sector business or an indi-
vidual who wants to get their veterans benefits, we need to work 
to make that work better. 

Mr. CRENSHAW. Thank you. 
Mr. Serrano. 
Mr. SERRANO. Thank you, Mr. Chairman. 
You know, just a little while ago I said to myself, in the final 

round I will speak about IT, and it seems that everybody had the 
same thing in mind because that is where we went. 

And then it dawned on me something, and I say this with all due 
respect to the majority party. There are Members of the majority 
party who have been in a cost-cutting mood for the last couple of 
years, and all you hear from them is cut, cut, cut the budget. But 
IT presents a unique challenge. We could give you a bundle of 
money now, and in a year and a half from now, half of that equip-
ment you bought is obsolete, or the programs are obsolete. 

And so we talk about entitlements, for instance, and how they 
keep growing, or how they are going to be around for a while no 
matter how much you cut them. I don’t think we factored in yet 
in our mentality in the House, or in the Senate for that matter, the 
fact that IT costs are here to stay. 
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When I first came to Congress, it was all about paper records 
somewhere in Tennessee or in Iowa, somewhere. That is not true 
any longer. Everything now is somewhere on a computer, whether 
that is good or bad. 

Then after 9/11 you got into the issue of cyber attacks and the 
fear of people doing a number on you and getting information that 
they shouldn’t have, and then your personal privacy came in, al-
though that is another issue not necessarily tied to you. 

So my question to you is can we ever reach, again, to satisfy 
folks who want to cut the budget, a neutral point in the IT area, 
when it seems that anything we do for you changes in a couple of 
years? I mean, you even see it in what we have at home. With all 
due respect to Apple, which is great, you notice every time they 
turn out a new gadget, the charger is different, and you have to 
go buy a new charger. So breaking that down, that is breaking it 
down to its lowest denominator. But at your level there are char-
gers that are different. There are programs that are different. Will 
you be able to say, for instance, to Mr. Yoder and Mr. Graves or 
the Chairman, we are at a level field now and we don’t need any 
more money for IT for a while, we are all set? I don’t think that 
will happen. 

Ms. BURWELL. I think embedded is actually an important con-
cept. Being at OMB, I think about what is fundamental that has 
changed that 5, 10 years from now that we need to be thinking 
about, and it is in the space of information technology. Information 
technology is going to continue to be something that both provides 
opportunity for cost savings in times, but also provides exposure as 
well. And the cyber security, I think, is extremely important in the 
space. 

Whether or not we will ever get to a level where we don’t need 
more—I think IT spending in the Federal Government has gone 
down. It was 80 down to 78, and that is through better manage-
ment. There probably are diminishing returns and investments 
that we should be doing that we are not doing in terms of certain 
types of things we need to advance. 

But to your point of how we think about that, that concept of 
capturing flexibility is a little bit of the waterfall versus the 
iterative. And another example I would give is this year one of the 
things that was done, cloud computing is something that is impor-
tant to use, but I am sure you can understand, to your point about 
cyber security, we have to be very careful. And for any department, 
they would go to a cloud computer, and they would have to go 
through a bunch of different certifications because we need to make 
sure the Federal Government is safe. 

Having said that, what we did was we basically created a situa-
tion if a company goes and meets certain standards, and you are 
the Department of Agriculture, and they met the standards overall, 
then if the Department of Veterans Affairs wants to use it and they 
have been certified, we create that efficiency. 

Cloud computing is also a way that we don’t take on a ton of that 
capital expenditure in the case that you are saying, the charger, 
and we try and create flexibility that we can use. I think this is 
going to be a place that, you are right, we are going to focus on 
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for a long time. I am hopeful we can continue to find cost savings, 
but we also have to increase effectiveness. 

Mr. SERRANO. I have been around here long enough to remem-
ber, for instance, Y2K, and how we felt the world was going to 
come to an end at midnight, strictly at midnight. Of course, people 
forgot that midnight is not in the same place at the same time ev-
erywhere in the world, but that was the fear. And nobody will real-
ly know, unless someone writes a book about it someday, whether 
it was Congress’ involvement that drove that—I mean, that is all 
we spoke about. I remember in those days we would have a hear-
ing, Mr. Chairman, and the first person would ask, what is going 
to happen with Y2K? Are you ready for it? 

Ms. BURWELL. Are you compliant? 
Mr. SERRANO. Everybody was terrified of it, and that was the 

question, right? That was the only question of a hearing to start 
off. And we got through that. 

But this is not going away. This is the way of the present; it is 
not the way of the future. So I suspect that at as we look towards 
expenditures, government expenditures, in our desire to bring 
about balanced budgets and so on, that this particular area will 
continue to cost us loads of money for a long, long time, especially 
as we get into the area of other countries that can never match up 
to us militarily or otherwise, but can with a computer and a cyber 
attack. 

So I just put that out for a thought because it is a whole new 
world, and maybe we can find a charger that fits all. 

Thank you so much, and thank you for your service. 
Mr. CRENSHAW. Like every other aspect of government, I think 

it is not so much how much you spend, but how you spend the 
money you spend, so we have to keep that in mind. 

Mr. GRAVES. 
Mr. GRAVES. Thank you, Mr. Chairman. 
And I always enjoy Mr. Serrano’s comments. I try to never take 

your questions—I didn’t mention IT or cuts for that matter. But we 
do have a role—— 

Mr. SERRANO. It was on your mind. 
Mr. GRAVES. It was on my mind, yeah. 
But I will say for the Director’s credit, they have operated with 

a lot less personnel than previously. You have mentioned, what, 
2009 levels in essence, a lot of furloughs, and so, you know, we 
have to somewhat commend agencies and departments when they 
embrace the cuts or reductions and operate as well as they can, 
and they have certainly done a good job here, and I want to thank 
you for that. 

It is not easy for anyone to have to go through what we have 
been through, and I think back on the State of Georgia, and, you 
know, teachers have been—the education system has been through 
the same strains, and furloughs have been there, and everyone 
working together is always the best way forward. 

In thinking in that vein just a little bit, you have referenced reg-
ular order and getting back to that, and that is something we all 
embrace here in this Committee. Do you have any recommenda-
tions, just looking ahead from a budget process perspective, be-
cause it seems like we are—we are pushed as appropriators into 
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a window that you can’t quite accomplish what you are tasked to 
do because of where we might receive the budget request from the 
Administration or even for that part our own budget passing the 
House or the Senate, and the window seems to be narrowing over 
time. Do you have recommendations? You have an extensive re-
sume of being part of a lot of successful areas and such. What 
would you suggest from a process perspective that we can make it 
through? 

Ms. BURWELL. So I thought a little bit about it, but it is inter-
esting, because at the core it is about forcing the decisionmaking. 
And so I think the most fundamental question is how we get to a 
place where the decisionmaking and the choices and the tradeoffs 
can be made, and the committee process is actually a very impor-
tant part of that. 

And so the question is would a process change or a structural 
change in the process change that empowerment of the committee 
process, because, to your point, to get the work done and to get the 
choices, your colleagues depend on you all to know more than any-
body else about this topic. 

What has been missing in the past year is when you do con-
tinuing resolutions, and that you don’t have a budget process actu-
ally where we have a hearing and we actually have a conversation, 
as we are today, about—you know, we can differ on different 
points, but we don’t have the opportunity to talk about the issues 
or the importance of something big that is coming down, like IT. 

And so on the process front, I don’t know that a process change 
will fix that, and it is a little more—it is interesting, because I 
have thought about it, and I actually think it is actually more a 
question that you all will be able to answer than I would be able 
to answer because I think you have a better sense of what is pre-
venting the process from getting to the point where the Committee 
makes choices, because these are tradeoffs. We can all talk about 
our single issues, but when you, the Committee, have to review, 
and you have a number of different pieces in your bill that are 
complicated, and you have an allocation, that is when the choices 
get made, and that is how it happens, and that has not been work-
ing. So the question I have is what would help and support that 
process? That is on the nondefense discretionary and defense dis-
cretionary side. The mandatory is another issue. 

Mr. GRAVES. Yeah, I think that is a question for all of us, and 
Mr. Yoder has been putting together some working groups to sort 
of think through this, because our goal is to work through each bill 
in a very deliberative manner, to debate what our preferences and 
priorities as minority and majority parties, and try to avoid the 
continuing resolution scenario or the large bill all packed together. 

And we see what happened ultimately was while it is good that 
we have a 2-year budget agreement and such, when it happened 
in the omnibus, then your budget is a little bit later than normal, 
which shortens our window to accomplish for the fiscal year. So it 
is how can we get the gyration correct. Right now we just seem to 
be out of whack a little bit. But thank you for your thoughts on 
that. 

Mr. CRENSHAW. Thank you. 
Ms. Kaptur. 
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Ms. KAPTUR. Thank you, Mr. Chairman. 
I have a question about the management side of your operation. 

In trying to make the best use of the precious taxpayer dollars, to 
pay the costs of war that we have borne now for over a decade, and 
the gigantic Wall Street-induced recession which caused a level of 
employment not seen since the Great Recession, the costs of 
digging out of all of that and the total collapse of this economy 
have been extraordinary, and we have to pay those bills. 

Meanwhile there are those who suggest, well, the way—you 
know, you cut it out of seniors or you cut it out of hungry children, 
and some of us choose not to make those choices. 

So really my question goes to, on the management side, do you 
have a mechanism to look at certain cost drivers of programs and 
suggest alternatives to them? For example, at the U.S. Department 
of Agriculture in the invasive species account, in the last 15 years, 
if you were to look at those carefully, you would be amazed at what 
has happened. The American people are paying for the unac-
counted costs of free trade. Emerald ash borer has eaten through 
ash trees all across the Midwest, to name just one species and one 
tree. It is costing a boatload to try to replant, to get our Forest 
Service involved in some of that, to try to remediate all the prob-
lems associated with just that particular creature. 

Right here in Virginia, the stink bug. People are selling their 
homes. Came in on Chinese packing crates. The perpetrators came 
in on cardboard. Who is paying the cost for remediation? Local gov-
ernments, State governments, and the Federal Government, re-
search projects, try to get rid of these things. That account has just 
ballooned and from a few million dollars to in the billions. 

That is a cost driver. What are we going to do about it? The an-
swer isn’t to have uninspected material that comes over the border 
or to place a fee on those places that have shipped in product that 
has truly caused great harm here. That’s one account. 

One can look at areas of our country that have had repeated dis-
asters, coastal areas for example, areas that have been flooded. 
And, you know, we pass flood insurance, or we do this and that, 
and then the communities go back and rebuild in a place that cli-
mate change—forget climate change if you don’t believe in it; look 
at the record—where homes simply can’t withstand the weather, 
and yet we are asked to pay to rebuild. HUD has asked for money, 
and EDA has asked for money. So this repeated disaster-prone ac-
count, whatever we want to call it, if you put it all together, the 
increasing costs because of people behaving in very irrational ways. 

Another arena deals with intelligence. For many years we had 
the CIA. Some people liked it; some people didn’t like it. It per-
formed an important function, but now we have the DIA and we 
have JSOC. And if you look at some of these accounts and what 
is happening to them, you will go, why do they each have duplica-
tive systems in a given area? 

So my question really is you can look across the government and 
look at what I call cost drivers that have a solution, but we can’t 
seem to get clarity on how to get there. I think we could save a 
lot of money, and I would only encourage you to perhaps ask your 
examiners to pinpoint some of those accounts and to look at them 
very carefully. 
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Ms. BURWELL. I do think that there are a number of areas where 
we can think through how do we get to a better place with regard 
to these issues, and the examiners do watch them and bring them 
up as part of our review process is when you start to see them. One 
specifically that actually is in the budget that this Committee 
would probably be very interested in is the Civilian Real Property 
Committee that would—there is property that is in excess and not 
used in the Federal Government and, you know, as an example of 
what you are talking about, but one’s ability to get rid of that prop-
erty, you know, because it, to be honest, is district by district, is 
very difficult. And so you need a process where everyone buys in, 
and that there is an up-or-down vote so that it is owned by all, and 
people don’t have to. So we look for these places and then try to 
move them forward. 

Yesterday the GAO testified on the cuts and consolidations, the 
cuts report that is a duplication report, and the good news is that 
actually in the last few years, we have found a couple areas where 
we actually have made progress. And so the list has gone from 200 
down, and that is actually because we have gotten some of those 
savings. 

And so I think it is a matter of identifying them and then finding 
the way that we can work together, because almost any of the 
issues, and even the ones that you mentioned—I am sure you all 
are very familiar with the flood bill that was recently voted on, and 
so there are obviously different points of view about some of the 
issues you raised. But I think if we can identify them and then 
start to work them, but I agree with you. I think there are a num-
ber of places, and we do need to keep track. And some of the things 
that increase, you have to get to the bottom of why. And some of 
the things in terms of why there are things in two places, ask the 
question. Sometimes it is a legitimate answer, and sometimes it is 
not. 

Ms. KAPTUR. Thank you very much. 
Mr. CRENSHAW. Thank you. 
Mr. Yoder. 
Mr. YODER. Director Burwell, I actually want to dovetail a little 

bit off of my colleague Ms. Kaptur’s comments in that I think one 
of the challenges we face is that—and correct me if I’m wrong—but 
we don’t have the type of ability to know what real property the 
Federal Government owns, where it is, what it is costing the tax-
payers in a centralized spot where a constituent could go and 
search areas of the country and know what the Federal Govern-
ment owns. 

I mentioned this to the GSA when they came before a Com-
mittee. They are actually working on a database in response to 
some of our concerns, and that is just such a small sliver of our 
property. If we can’t account for what we own, how could we ever 
properly manage our assets? And so I think that is an area where 
we are going to have to—and if you have proposals, we need to fix 
that problem to keep the Federal Government accountable to tax-
payers. 

I want to go back to the conversation we were having about the 
national debt, and long term versus short term. We are looking out 
not only 5, 10 years, but 30, 40 years because of the demographics 
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you raised as well, challenges that our country is going to be fac-
ing. And I guess the House is going to consider budgets this week. 
They are going to consider the President’s budget, I believe. They 
are going to consider the House budget. They are going to consider 
other options, the different coalitions and caucuses. 

In terms of the President’s budget, the House budget, I think, 
that is going to go forward balances within a 10-year window. 
When does the President’s budget balance? 

Ms. BURWELL. The President’s budget balances in the outyears. 
And as I said earlier, it is not because we at this point in time be-
lieve in the 10-year window. That is not the objective or goal. 

Mr. YODER. I understand that. You say in the outyears. Does the 
President’s budget ever balance? 

Ms. BURWELL. Yes, it does. 
Mr. YODER. What year? 
Ms. BURWELL. I would have to go, but as I said, because we don’t 

focus on it as the budget number. I am happy to get the year. 
Mr. YODER. I understand, but we are focusing on longer term. I 

am trying to get away from the short term. I think this Congress 
and this city spends too much time focused on 1, 2, 3, even the 10- 
year window. I mean, we are looking at where are we going with 
the entitlement programs over the next decade, the next two dec-
ades, the next three decades. And so if the policies we are pursuing 
don’t balance within 10 years, I am assuming the President’s budg-
et doesn’t balance within the next decade? 

Ms. BURWELL. That is correct. 
Mr. YODER. Okay. So it doesn’t balance within the next decade. 

The House budget does. I guess we need some certainty if we carry 
these policies out, does this budget ever balance? Because my the-
ory is since we have never run balanced budgets in this town, that 
that culture has gotten to the point where the Administration—and 
Republican Administrations may do this as well—that we are not 
even submitting budgets that ever balance. And so I would love for 
you to let us know when we could expect the President’s proposal 
to balance. 

There was another question I asked in an earlier dialogue re-
garding the Medicare warning. And my question was regarding the 
Federal statute that says if there is a Medicare funding warning 
made in a year, the President shall submit to Congress, within the 
15-day period beginning on the date of the budget submission to 
Congress under subsection A for the succeeding year, proposed leg-
islation to respond to such warning. Has a Medicare funding warn-
ing been issued, and has the President issued proposed legislation 
to respond to such warning in accordance with Federal statutes? 

Ms. BURWELL. I would leave the first question in detail to my col-
leagues that are the Medicare trustees, Secretary Sebelius and Sec-
retary Lew. But, yes, warning. And we consider our budget our pro-
posal for how to handle the Medicare issues. That is what we be-
lieve is our proposal, in terms of responding to the second part of 
your question. 

Mr. YODER. You think that meets the statutory requirement? 
Ms. BURWELL. Yes, we do, and we believe we follow the Bush Ad-

ministration’s interpretation of that statutory requirement. 
Mr. YODER. Which could also be incorrect. 
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I think the idea is that the way the statute reads is that after 
a budget submission, there is a separate proposal related to the 
Medicare funding warning. 

We can argue, I guess, if it is within the budget or not, but it 
gets back to my fundamental point we were having in our last dia-
logue. My question really was what are the long-term entitlement 
solutions, Medicare, Social Security solutions? And your response 
was, I think, one of which we hear a lot from the Administration, 
which is we have got to find balance, we have got to figure out the 
slope we are on. 

The House has put together a proposal. They call it premium 
support. It really came out of the Clinton White House in some 
form or another. Alice Rivlin and others who were part of the Ad-
ministration you were in talked about the idea of Medicare Advan-
tage for all. It had bipartisan support. It may not be the answer. 
It is something the House is going to consider again. 

What is the approach of the Administration; what are specific 
proposals related to response of that Medicare warning? So if they 
are in the budget, what are the specific Medicare fixes that the Ad-
ministration has put forward in response to that statutory obliga-
tion? 

Ms. BURWELL. So we have a number of proposals that add up to 
about $400 billion, and those proposals include things from making 
sure that we address what we believe are excessive and overpay-
ments that—actually things that have even been written about as 
recently as yesterday with regard to things that have been rec-
ommended by issues by the GAO and MedPAC as well. They ad-
dress those kinds of issues. They try and put in structural reforms 
that create the incentives for types of delivery that will then result 
in further savings when people are incented to deliver impact, and 
so putting certain constraints on funding. So there are a number 
of different proposals that add up to $400 billion in our budget. 

I guess I would also say I think it is about the choices that we 
make. With regard to the premium support issues and the proposal 
that is part of the Ryan budget, when one looks at that, one sees 
that for traditional Medicare, that you will increase premiums be-
tween $800 and $1,500. In the CBO report, it is pretty clear. You 
are going to make a choice between increasing premiums or sav-
ings. You can’t actually do both. 

And so I think the question then becomes what specifics. And so 
if the choices are about those kinds of premium increases—and 
there are numbers that say you could do this possibly without in-
creasing premiums, but when do you that, you don’t get the sav-
ings. And then the question is is so what actually is the plan in 
terms of Medicare, specific Medicare proposals, that will result in 
those kinds of savings? 

Mr. YODER. I guess I would just submit that the response of the 
Administration, albeit maybe well intentioned, does not respond to 
the Medicare funding warning in a way that would actually fix the 
problem. And I know there is a lot of risk that goes in with the 
courage to address these issues, and I understand that, and people 
in both parties get beaten up in the House and Senate for taking 
that sort of courageous stand. Both parties have done it, and both 
parties don’t do it. So it is not a partisan attack other than to say 
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in order to solve this problem, we are going to need strong leader-
ship from the President to be able to respond to these warnings in 
a way that actually fixes the problem. 

And I understand you are saying overpayments, and everyone is 
going to agree on that and certain things, but the warnings and the 
statement from the trustees that say lawmakers should address 
the financial challenges facing Social Security and Medicare as 
soon as possible, taking action sooner than later will leave more op-
tions on the table and more time available to phase in changes so 
the public has adequate time to prepare. I just wish the Adminis-
tration would be willing to do that and provide the leadership. 

And with that, Mr. Chairman, I will yield back. 
Mr. CRENSHAW. Thank you. And I think we want to all work to-

gether. 
Let me ask one last question. We worked together when we 

passed the omnibus spending bill in January, and it shows you 
that when we get together, we can work together. 

But I want to ask you a question about executive authority, be-
cause it is concerning sometimes that when we do work together, 
and then if you hear the President say, well, if it doesn’t work out 
exactly the way I would like it to work out, then I can issue an Ex-
ecutive Order. Some people say where does he get that authority? 
And you are kind of working in the White House every day. Does 
the OMB get involved in deciding what laws to enforce or not en-
force; like with some of the affordable health care, the decision to 
delay things, is that something OMB gets involved in? 

Ms. BURWELL. Our role is in our statutory areas, and so in the 
space of regulation or in the spaces when—IRS regulations don’t 
come through OMB. That was something that was a decision, and 
a memorandum was written during the Reagan years, and so we 
follow what has been protocol since then. 

Mr. CRENSHAW. Do you know who in the Administration makes 
those decisions? The reason I ask that is because that impacts 
spending and revenue, and I want to—sometimes when those 
changes get made, whether it is an Executive Order, an extension, 
whatever you want to call it, that has to impact in some way, 
shape or form the revenues and expenditures that are taking place. 
So that is part of what your job is to keep track of that. I wonder, 
that is why I ask that question, who makes that decision? 

Ms. BURWELL. I think it varies in terms of which thing one is 
talking about. In terms of the issues of data collection, in terms of 
some of the things that were announced this week, and in terms 
of the issue of what data a Federal contractor will keep and show, 
data transparency, you know, that is something that the Depart-
ment of Labor will implement, because if anything is going to re-
late to Federal contractors, because contracting is a part of what 
OMB does, those things do come through. So it depends on which 
area or—— 

Mr. CRENSHAW. But when it does impact either the revenue or 
spending side, is that something somebody tries—I guess like some 
of the health care changes, when you change some of the mandates 
that are going to impact somehow overall spending, somebody 
keeps track of that? 
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Ms. BURWELL. Yes, and in those spaces we are consulted. OMB 
is consulted, and our health team is consulted in spaces that im-
pact in that space, sort of the Executive Orders or those sorts of 
things, and that is why I think it depends on an issue-by-issue 
basis where it will come in and have contact with OMB. When the 
Department of Labor is asked to do a rulemaking, that will come 
in through OIRA. With regard to some of the kinds of changes you 
are talking about, that is sometimes done in consultation with the 
health team depending on what it is and where it is coming from. 
The IRS makes its decisions on—— 

Mr. CRENSHAW. I just wanted to be sure somebody’s keeping 
track. 

Ms. BURWELL. The puts and takes with regard to the dollar shift. 
Mr. CRENSHAW. Got you. 
Mr. Serrano. 
Mr. SERRANO. Thank you. 
I just have one last question that came to mind. The more I hear 

about what problems we face in the future, the more I am con-
vinced that we have to do something about immigration reform and 
put everybody out of the shadows and get them paying taxes and 
so on. We talk about what is going to happen in the next decades. 
Well, we would know under immigration reform that at least, at 
least 11 million people, not to mention the children, would be 
forced to do the right thing, which now they may not be doing not 
only because some of them want to get away with something, but 
because they can’t openly or publicly say, I am here, and I am 
working, and I am paying taxes. 

So my question to you is, how far off do you think all the esti-
mates are—you know, everybody has an estimate on how much it 
would bring into the economy if we did immigration reform? I have 
even seen, you know, $160 billion over a couple of years mentioned. 
Does OMB get into that, into trying to find out what the real num-
bers could be if we were able to do immigration reform? 

Ms. BURWELL. As part of our budget, we have used CBO’s esti-
mates. So we have used the CBO estimates that exist, and that is 
where we—you know, we have based our numbers on CBO’s. 

Mr. SERRANO. And CBO believes that the numbers are huge, 
right? 

Ms. BURWELL. Yes. And CBO analyzed the particular title, and 
I think this is what you are referring to, is when you have that in-
crease in the labor force, that is something that positively impacts 
our GDP and a number of things in our Nation. And so that is a 
specific title in the bill, and so when CBO scored it, that is what 
it was, and so we use that as the basis for what is in our budget. 

Mr. SERRANO. This is just sort of an aside immigration comment. 
I have found out that there are Members of Congress, in some 
cases on both sides of the aisle, who have two concerns with what 
we, some of us, propose. One is you broke the law coming into the 
country; we shouldn’t reward you for that. And then there is the 
unfortunate political issue of, well, in the case of Latinos, for in-
stance, they will all be Democrats. 

Well, this will probably cause me a lot of trouble, but once you 
get immigration off the table, you will be surprised how some peo-
ple are more conservative than you think they are, but as long as 
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immigration is on the table, they will lean one way only because 
they see one group supporting them on immigration. 

I can’t predict what Latinos will be like as voters once this issue 
is off the table. I suspect they will be like all other Americans. I 
mean, didn’t Hawaii and Alaska come in at the same time, because 
we were certain Hawaii was going to be Republican, Alaska Demo-
crat? Tell that to Don Young. It didn’t work that way. 

But anyway, thank you for your service, and thank you, Mr. 
Chairman, for the time allotted, the extra time. 

Mr. CRENSHAW. Thank you. 
Mr. Yoder, do you have any further questions? 
Mr. YODER. We will stay at rest there. Thank you, Mr. Chair-

man. 
Mr. CRENSHAW. Ms. Kaptur. 
Ms. KAPTUR. Thank you, Mr. Chairman. 
Mr. CRENSHAW. Well, once again, thank you so much for being 

here today. I know you have got a big job and a tough job, and we 
want to work together with you any way we can to help keep 
things on the right track. Thank you very much. 

Ms. BURWELL. Thank you, Mr. Chairman. 
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